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BY  THE  COMPTROLLER  GENERAL 

Report  To  The  Congress 

OF  THE  UNITED  STATES 


The  Congress  Should  Consider  Repeal 
Of  The  Service  Contract  Act 


The  Congress  should  consider  repeal  of  the 
act  because: 

-Inherent  problems  exist  in  the  act's 
administration. 

-Wage  rates  and  fringe  benefits  set 
under  the  act  are  generally  inflationary 
to  the  Government. 

-Accurate  determinations  of  prevailing 
wage  rates  and  fringe  benefits  cannot 
be  made  using  existing  data  sources. 

-The  data  needed  to  accurately  deter¬ 
mine  prevailing  wage  rates  and  fringe 
benefits  would  be  very  costly  to  develop. 

-The  Fair  Labor  Standards  Act  and  ad¬ 
ministrative  procedures  implemented 
through  the  Federal  procurement  pro¬ 
cess  could  provide  a  measure  of  wage 
and  benefit  protection  for  employees 
the  act  now  covers. 

Proposed  regulations  would  limit  Labor's 
application  of  the  act  but  leave  unresolved 
the  major  underlying  problems  in  accurately 
developing  prevailing  wage  rates  and  fringe 
benefits. 
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COMPTROLLER  GENERAL  OF  THE  UNITED  STATES 
WASHINGTON  D.C.  20648 


B-200149 


To  the  President  of  the  Senate  and  the 
Speaker  of  the  House  of  Representatives 

'This  report  provides  the  Congress  a  comprehensive  look  at 
the  problems  and  impacts  of  the  Service  Contract  Act  of  1965, 
as  amended,  and  its  implementing  regulations  and  procedures,  as 
administered  and  enforced  by  the  Department  of  Labor.  The  report 
points  up  the  Department's  inability  to  administer  the  act  effi¬ 
ciently  and  effectively,  and  it  recommends  that  consideration  be 
given  to  repeal  of  the  act.  In  view  of  the  large  numbers  of  serv 
ice  contracts,  job  classifications,  and  workers  covered  by  the 
act,  and  the  wide  range  of  wage  rates  paid  workers  in  most  job 
classifications,  it  is  impractical,  in  our  opinion,  to  make 
•prevailing  wage*  determinations  under  the  act  in  a  consistently 
equitable  manner.  Any  wage  problems  that  might  exist  upon  repeal 
of  the  act  could,  in  our  view,  be  more  appropriately  and  effi¬ 
ciently  dealt  with  administratively  in  the  procurement  process. 

A 

We  made  this  review  as  part  of  our  continuing  program  aimed 
at  evaluating  the  need  for  various  Federal  labor  standards  laws 
enacted  over  the  years,  the  impact  of  those  laws,  and  their  ad¬ 
ministration  and  enforcement.  Our  prior  reviews  under  this  pro¬ 
grammed  effort  have  focused  on  the  Davis-Bacon  Act  and  the  Fair 
Labor  Standards  Act  of  1938,  as  amended. 

We  are  sending  copies  of  this  report  to  the  Secretary 
of  Labor;  the  Director,  Office  of  Management  and  Budget;  and 
the  Chairman,  Presidential  Task  Force  on  Regulatory  Relief. 

Comptroller  General 
of  the  United  States 
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COMPTROLLER  GENERAL'S 
REPORT  TO  THE  CONGRESS 


THE  CONGRESS  SHOULD  CONSIDER  REPEAL 
OF  THE  SERVICE  CONTRACT  ACT 


DIGEST 

Throughout  the  17  years  the  Service  Contract  Act  has  been  in 
effect,  the  Department  of  Labor  has  been  unable  to  administer 
it  efficiently  and  effectively.  The  Congress  enacted  this  law 
to  assure  that  service  workers  on  Federal  contracts  over 
$2,500  receive  the  wages  and  fringe  benefits  prevailing  in  the 
locality  where  the  work  is  performed,  but  no  less  than  the 
Federal  minimum  wage.  (See  pp.  1  to  3.)  On  the  basis  of  its 
extensive  review,  GAO  believes  the  Congress  should  consider 
repealing  the  act  because: 

— Inherent  problems  exist  in  its  administration. 

— Wage  rates  and  fringe  benefits  set  under  it  are  generally 
inflationary  to  the  Government. 

— Accurate  determinations  of  prevailing  wage  rates  and  fringe 
benefits  cannot  be  made  using  existing  data  sources. 

— The  data  needed  to  accurately  determine  prevailing  wage 
rates  and  fringe  benefits  would  be  very  costly  to  develop. 

— The  Fair  Labor  Standards  Act  and  administrative  procedures 
implemented  through  the  Federal  procurement  process  could 
provide  a  measure  of  wage  and  benefit  protection  for  employees 
the  act  now  covers. 

Proposed  regulations,  published  for  comment  in  August  1981 
and  still  pending,  would  limit  Labor's  application  of  the  act 
but  leave  unresolved  the  major  underlying  problems  in  accurately 
developing  prevailing  wage  rates  and  fringe  benefits — Labor's 
inadequate  wage  determination  methodologies  and  data  bases  would 
remain  unchanged.  (See  pp.  48  to  52.) 

In  providing  for  the  development  of  wage  rates  and  fringe  bene¬ 
fits,  the  act  requires  that  they  be  "prevailing"  and  "in  the 
locality."  These  terms  were  not  defined  in  the  act,  and  their 
ambiguity  has  hampered  Labor's  ability  to  develop  accurate  wage 
rates  and  fringe  benefits  for  service  employees. 

Amendments  to  the  act  in  1972  further  complicated  Labor's  task 
by  requiring  that  the  Department  issue  collectively  bargained 
wages  and  benefits  in  specific  "successor"  contractor  situations 
and  "give  due  consideration"  to  Federal  employee  wages  and  bene¬ 
fits  in  making  determinations  of  the  prevailing  wages  and  bene¬ 
fits  in  a  locality. 
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The  ” successorship"  provision  (1)  precludes  unionized  successor 
contractors  from  paying  their  service  employees  on  the  basis 
of  their  own  union  agreements  if  the  agreements  provide  lower 
wages  and  fringe  benefits  and  (2)  requires  non-unionized  suc¬ 
cessor  contractors,  and  their  subcontractors,  to  pay  the  union 
rates  Labor  specifies  in  its  determinations. 

When  the  "due  consideration"  provision  is  applied  to  Labor's 
wage  determination  process,  the  wage  rates  and  fringe  benefits 
adopted  in  the  issued  determinations  generally  vary  substan¬ 
tially  from  those  in  the  data  sources  used  by  Labor.  (See 
pp .  9  to  15.) 

GAO's  review  and  analysis  of  a  sample  of  150  wage  determinations 
showed  that,  with  existing  data  sources,  Labor  cannot  accurately 
develop  prevailing  wage  rates  and  fringe  benefits.  In  making 
its  determinations.  Labor  must  rely  on  whatever  wage  data  are 
available.  However,  data  for  many  job  classifications  of  serv¬ 
ice  workers  are  not  available,  and  many  of  the  data  bases  Labor 
uses  are  inappropriate.  Developing  the  data  needed  to  accurately 
set  wage  rates  and  fringe  benefits  for  each  location  where  a 
Federal  service  contract  is  to  be  performed  would  be  impractical 
and  very  costly. 

In  addition.  Labor  made  many  adjustments  to  the  available  data 
bases,  which  resulted  in  material  differences  between  the  wage 
rates  and  fringe  benefits  it  issued  and  those  in  the  data  bases. 

A  major  reason  for  the  adjustments  was  the  act's  requirement  to 
"give  due  consideration"  to  the  wages  that  Labor  believed  would 
be  paid  the  service  workers  if  they  were  direct-hire  Federal 
employees.  (See  pp.  16  to  33  and  app.  IX.) 

In  addition  to  reviewing  150  of  Labor's  wage  determinations, 

GAO  made  surveys  in  different  geographic  areas  to  test  the 
accuracy  of  25  of  Labor's  determinations.  1/  These  surveys 
showed  that  Labor's  stipulated  wage  rates  and  fringe  bene¬ 
fits  were  generally  higher  than  those  GAO  found  prevailing  in 
the  localities  where  the  service  contract  work  was  performed. 
Although  GAO  could  not  statistically  project  its  sample  results 


1/In  determining  the  prevailing  rates  based  on  its  survey  data, 
GAO  generally  followed  the  principles  and  procedures  Labor 
used  but  did  not  "give  due  consideration"  to  Federal  employee 
wage  rates,  as  Labor  may  have  done,  because  the  methods  Labor 
used  produced  varying  and  inconsistent  results  and  GAO  had 
no  reasonable  bases  for  establishing  its  own  method.  Also, 
the  sizes  and  types  of  establishments  surveyed  to  develop 
wage  rates  for  direct-hire  Federal  wage  board  or  blue-collar 
employees  were  not  representative  of  Federal  service  contrac- 


to  Labor's  universe  of  issued  determinations,  it  believes  the 
results  are  indicative  of  Labor's  wage  determinations  and  that 
Labor's  inflated  rates  could  be  adding  hundreds  of  millions 
of  dollars  annually  to  Federal  service  contract  costs. 

Labor's  wage  determinations  resulted  in: 

— Wage  rates  much  higher  than  those  GAO  found  prevailing  in 
most  surveyed  localities.  For  14  of  19  service  contracts 
for  which  direct  labor  hour  data  were  available,  total  con¬ 
tract  costs  were  about  $459,000  to  $527,000  (9.9  to  11.6 
percent)  higher  than  they  might  have  been  if  the  prevail¬ 
ing  rates  GAO  found  had  been  used. 

— Wage  rates  much  lower  than  those  GAO  found  prevailing  in 
some  localities.  In  some  of  these  cases,  the  contractors 
paid  rates  higher  than  those  Labor  issued.  In  others, 
the  contractors  paid  the  wage  rates  Labor  issued. 

GAO's  surveys  also  showed  that  Labor's  fringe  benefit  deter¬ 
minations  generally  did  not  reflect  benefits  prevailing  for 
service  workers  in  the  localities  where  the  contract  work  was 
performed : 

— In  15  of  the  25  surveyed  localities,  the  fringe  benefits  Labor 
required  were  much  higher  than  those  GAO  found  prevailing — in 
1  of  the  15  localities,  no  fringe  benefits  prevailed. 

— In  4  of  the  surveyed  localities,  Labor's  required  benefits 
were  much  lower  than  those  GAO  found  prevailing. 

— The  prevailing  benefits  were  judged  by  GAO  to  be  somewhat 
lower  in  1  locality  and  somewhat  higher  in  2  localities. 

— In  the  other  3  localities,  Labor's  issued  benefits  were  about 
the  same  as  those  found  to  be  prevailing.  (See  pp.  34  to  47 
and  apps.  X  and  XI.) 

While  believing  that  competitive  labor  market  forces  should 
be  allowed  to  establish  wages  and  fringe  benefits  for  service 
contract  employees,  GAO  recognizes  the  need  to  afford  a  minimum 
of  protection  for  all  workers  employed  on  Government  service 
contracts.  Repeal  of  the  act  may  eliminate  Federal  minimum  wage 
protection  for  employees  of  service  contractors  not  otherwise 
subject  to  or  covered  by  the  Fair  Labor  Standards  Act.  Amending 
the  Federal  minimum  wage  law  would  remedy  this  situation. 

Also,  administrative  procedures,  implemented  through  the  Federal 
procurement  process,  could  provide  a  measure  of  wage  and  fringe 
benefit  protection  for  employees  now  covered  under  the  Service 
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Contract  Act.  Under  such  procedures.  Federal  contracting 
agencies  recompeting  existing  service  contracts  would  as¬ 
sess  the  personnel  compensation  packages  of  bidders  or 
offerors  to  assure  that  their  service  employees  would  be 
properly  and  fairly  compensated.  Similar  procedures  al¬ 
ready  exist  to  protect  the  wages  and  fringe  benefits  of 
professional  employees  not  covered  by  the  act.  (See  pp. 

53  to  56  and  58.) 

GAO  recognizes  that  there  might  be  contractors  that  would 
try  to  gain  advantage  by  paying  unreasonably  low  wages 
to  obtain  Federal  contracts.  In  the  event  of  repeal  of 
the  Service  Contract  Act,  it  would  be  important  that,  in 
the  procurement  process,  Federal  departments  and  agencies 
be  sensitive  to  the  policy  of  the  Federal  Government  (see 
p.  53)  that  all  service  employees  employed  by  contractors 
providing  services  to  the  Government  be  fairly  and  prop¬ 
erly  compensated.  GAO  believes  that  the  Administrator 
for  Federal  Procurement  Policy  should  monitor  the  impact 
of  repeal  on  service  contract  employees.  If  the  Adminis¬ 
trator  determines  that  repeal  of  the  act  has  an  adverse 
impact  on  the  employees,  he  should  develop  administrative 
policies  or  legislative  recommendations  to  deal  with  the 
problem. 

RECOMMENDATIONS  TO  THE  CONGRESS 

GAO  recommends  that  the  Congress  consider  repealing  the 
Service  Contract  Act  and  amending  the  Fair  Labor  Standards 
Act  to  ensure  continued  Federal  minimum  wage  coverage  for 
all  employees  on  Federal  service  contracts.  (See  p.  58.) 

RECOMMENDATIONS  TO  THE  ADMINISTRATOR 
FOR  FEDERAL  PROCUREMENT  POLICY 


If  the  Service  Contract  Act  is  repealed,  GAO  recommends 
that  the  Administrator  implement  administrative  procedures 
to  protect  the  wages  and  fringe  benefits  of  all  service 
employees  on  Federal  service  contracts.  GAO  recommends 
also  that  the  Administrator  monitor  the  impact  of  repeal 
on  service  contract  employees.  If  he  determines  that  re¬ 
peal  of  the  act  has  an  adverse  impact  on  the  employees, 
the  Administrator  should  develop  administrative  policies 
or  legislative  recommendations  to  deal  with  the  problem. 
(See  p.  59. ) 

BUDGETARY  IMPACT  OF 
GAO'S  RECOMMENDATIONS 

Implementing  GAO's  recommendations  would  affect  the  budgets 
of  all  Federal  agencies  that  contract  for  services.  The 
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specific  amounts  budgeted  and  obligated  for  such  contract 
services  Government-wide  are  unknown.  However,  unaudited 
data  slow  that,  in  fiscal  year  1981,  Federal  agencies 
awarded  46,461  contracts — valued  at  more  than  $10,000  each 
and  totaling  about  $5.7  billion — that  were  subject  to  the 
Service  Contract  Act.  In  addition,  a  large  portion  of  the 
17.6  million  procurements  under  $10,000  were  probably  sub¬ 
ject  to  the  act. 

GAO  believes  the  differences  between  its  survey  results  and 
Labor's  issued  wage  rates  and  fringe  benefits  are  indicative 
of  the  inflated  costs  resulting  from  Labor's  wage  determina¬ 
tions.  Thus,  repealing  the  Service  Contract  Act  could  reduce 
annual  Government  expenditures  for  contract  services  by 
hundreds  of  millions  of  dollars.  Also,  the  additional  costs 
of  implementing  the  recommended  administrative  procedures 
would  be  offset,  in  GAO's  opinion,  by  other  cost  reductions 
and  administrative  efficiencies.  (See  p.  59.) 

COMMENTS  OF  AGENCIES  AND  OTHERS 

GAO  asked  the  Department  of  Labor,  the  Office  of  Management 
and  Budget,  6  other  Federal  agencies,  a  presidential  task 
force,  and  10  non-Federal  organizations  to  review  and  comment 
on  a  draft  of  this  report.  Responding  comments  represented 
a  wide  range  of  views,  from  a  strong  endorsement  of  GAO's 
recommendation  on  repeal  of  the  Service  Contract  Act  and 
appreciation  for  GAO's  diligence  in  revealing  the  costly 
deficiencies  inherent  in  the  act,  to  a  strong  criticism  of 
GAO's  review  scope  and  methodology. 

Despite  some  respondents'  criticisms,  which  are  discussed 
in  the  report,  GAO  continues  to  believe  that  for  Labor  to 
administer  the  act  in  a  manner  that  would  ensure  accurate 
and  equitable  service  wage  determinations  would  be  imprac¬ 
tical  and  very  costly  and  that  the  most  logical  alternative 
is  to  repeal  the  act.  (See  pp.  60  to  71  and  apps.  XIII  to 
XXVII. ) 


GAO  made  its  review  as  part  of  its  continuing  program  aimed 
at  evaluating  the  need  for  various  Federal  labor  standards 
laws  enacted  over  the  years,  the  impact  of  those  laws,  and 
their  administration  and  enforcement.  GAO's  prior  reviews 
focused  on  the  Davis-Bacon  Act  and  the  Fair  Labor  Standards 
Act . 
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CHAPTER  1 


INTRODUCTION 

Over  the  past  10  years,  we  have  issued  23  reports  in  which 
specific  coverage,  enforcement,  or  wage  determination  issues 
involving  the  Service  Contract  Act  of  1965,  as  amended  (SCA) 

(41  U.S.C.  351,  et  seq. ) ,  were  discussed.  (See  app.  I.)  This 
report  provides  a  comprehensive  look  at  the  problems  and  impacts 
of  the  act  and  its  implementing  regulations  and  procedures,  as 
administered  and  enforced  by  the  Department  of  Labor. 

THE  SERVICE  CONTRACT  ACT 


SCA  was  enacted  to  provide  labor  standards  protection  to 
employees  of  contractors  and  subcontractors  furnishing  services  to 
Federal  agencies  and  the  District  of  Columbia.  The  act  applies 
when  the  contract's  principal  purpose  is  to  provide  such  services 
in  the  United  States  using  service  employees.  SCA  requires  that 
covered  service  employees  under  Federal  contracts  receive  wages 
no  less  than  the  minimum  specified  under  the  Fair  Labor  Standards 
Act  of  1938,  as  amended  (FLSA)  (29  U.S.C.  201,  et  seq. ) — currently 
$3.35  an  hour. 

For  covered  contracts  exceeding  $2,500,  the  minimum  wages 
and  fringe  benefits  are  to  be  based  on  the  rates  the  Secretary 
of  Labor  determines  as  prevailing  for  service  employees  in  the 
locality.  In  making  these  determinations,  the  Secretary  is 
required  to  give  due  consideration  to  the  wages  and  benefits 
that  would  be  paid  such  service  employees  if  they  were  Federal 
direct-hire  employees  (see  ch.  3). 

When  a  collective  bargaining  agreement  covers  the  service 
employees,  the  wages  and  fringe  benefits  (and  any  accrued  or  pro¬ 
spective  increases)  it  contains  supplant  those  that  may  otherwise 
prevail  in  the  locality  for  these  employees,  if  it  resulted  from 
arm's-length  negotiations  and  the  wage  rates  it  contains  are  no 
lower  than  the  FLSA  minimum.  SCA  also  requires  that  successor 
contractors  honor  wage  rates  and  fringe  benefits  in  previously 
negotiated  collective  bargaining  agreements  of  predecessor  contrac¬ 
tors,  unless  the  Secretary  finds,  through  a  formal  hearing  process 
that  they  "are  substantially  at  variance  with  those  which  prevail 
for  services  of  a  character  similar  in  the  locality." 

All  covered  service  contracts  exceeding  $2,500  must  contain 
prov is  ions : 

— Specifying  the  minimum  wages  to  be  paid  and  the  fringe 
benefits  to  be  furnished  the  various  classes  of  service 
employees  performing  under  the  contract,  or  any  subcon¬ 
tract  thereunder,  as  determined  by  the  Secretary  or  his 
authorized  representative. 


— Stating  the  rates  that  the  Federal  agency  would  pay  the 
various  classes  of  service  employees  if  they  were  Federal 
direct-hire  employees. 

— Prohibiting  any  part  of  the  SCA-covered  services  from 
being  performed  under  working  conditions  that  are  un¬ 
sanitary,  hazardous,  or  dangerous  to  the  health  or  safety 
of  the  service  employees. 

Violation  of  the  wage  and  fringe  benefit  provisions  renders 
the  responsible  party  liable  for  any  underpayments  due  the  in¬ 
volved  service  employees.  The  Government  can  withhold  accrued 
contract  payments  and,  if  necessary,  sue  to  recover  the  wage  and 
fringe  benefit  underpayments.  In  addition,  the  Federal  contract¬ 
ing  agency  can  terminate  the  contract  and  hold  the  contractor 
liable  for  any  additional  contract  completion  costs  to  the  Govern¬ 
ment.  Persons  or  firms  found  after  a  hearing  to  have  violated 
SCA  are  debarred  for  3  years  from  obtaining  future  Government 
contracts,  unless  the  Secretary  recommends  otherwise  because  of 
unusual  circumstances.  (See  app.  II  for  a  complete  reprint  of 
the  act,  as  amended.) 

WHY  SCA  WAS  ENACTED 

The  service  industry  emerged  in  the  early  1950s,  when  the 
Government  began  to  contract  for  services  previously  performed 
by  full-time  Federal  blue-collar  employees.  Service  industry 
contracts  were  labor  intensive;  contractors  were  highly  mobile 
and  needed  few  facilities  and  little  equipment.  The  Government 
furnished  the  facilities,  and  the  contractor  furnished  the  em¬ 
ployees.  As  the  industry  grew,  the  pricing  of  contracts  in  the 
bidding  process  became  intensely  competitive.  Because  the  Gov¬ 
ernment  usually  accepted  the  lowest  responsive  bid  from  a  respon¬ 
sible  bidder,  contractors  had  an  incentive  to  pay  the  lowest  pos¬ 
sible  wages  to  reduce  their  labor  cost — the  dominant  cost  of  the 
contracts.  In  the  ensuing  competition,  contractor  employees  fre¬ 
quently  received  lower  pay  than  the  Federal  employees  they  re¬ 
placed,  even  though  they  performed  identical  tasks.  In  addition, 
contractors  often  came  from  outside  the  area  of  the  work  and 
underbid  a  contractor  paying  the  area's  prevailing  wage. 

About  20  bills  were  introduced  in  the  Congress  between  March 
1952  and  January  1964  to  provide  minimum  wage  protection  to  some, 
but  not  necessarily  all,  employees  covered  by  Federal  service 
contracts,  but  none  was  passed.  In  January  and  March  1964,  the 
Special  Subcommittee  on  Labor,  House  Committee  on  Education  and 
Labor,  held  hearings  on  two  of  those  bills.  The  hearings  pointed 
out  many  problems  in  the  Government's  procurement  of  services. 

The  Government  often  awarded  service  contracts  to  the  lowest 
bidder;  therefore,  the  successful  bidder  was  usually  the  one  that 
proposed  to  pay  its  service  employees  the  lowest  wages.  It  was 
alleged  that  these  low  wage  rates  (1)  destroyed  wage  standards, 
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(2)  exploited  workers,  (3)  caused  some  contractors  to  stop  bidding 
on  Government  contracts,  (4)  caused  high  personnel  turnover,  and 
(5)  caused  some  local  contractors  to  lose  contracts  to  nonresident 
competitors  not  bound  by  labor  agreements  to  maintain  prevailing 
labor  standards. 

During  the  hearings,  witnesses  alleged  that  service  employees 
(1)  were  few  in  number  and  lacked  the  strength  to  force  their  em¬ 
ploying  contractor  to  raise  their  wages  or  provide  valuable  fringe 
benefits;  (2)  worked  in  semi-isolation  and  during  odd  and  irregular 
hours  and,  therefore,  had  difficulty  communicating  with  each  other 
or  banding  together  for  their  mutual  aid  and  protection;  (3)  were 
subject  to  pressure  exerted  by  the  contractors  to  refrain  from 
self-organizational  activities;  (4)  suffered  from  depressed  wages 
because  retirees  and  "moonlighters"  were  willing  to  work  at  sub¬ 
standard  wages  for  supplemental  income;  and  (5)  often  were  not 
covered  by  the  FLSA  or  State  minimum  wage  laws. 

Between  April  1964  and  August  1965,  nine  more  bills  were 
introduced  in  the  Congress,  and  additional  hearings  were  held. 
Ultimately,  an  amended  House  bill,  H.R.  10238,  was  approved  by 
the  Congress  and  signed  by  the  President  on  October  22,  1965, 
to  become  the  Service  Contract  Act  of  1965.  The  act  became 
effective  on  January  20,  1966. 

The  intent  of  the  Congress  in  enacting  SCA  was  to  protect 
service  employees  from  unscrupulous  employers,  to  ensure  that 
service  workers  on  Federal  service  contracts  over  $2,500  receive 
wages  and  fringe  benefits  commensurate  with  those  being  paid  to 
workers  performing  similar  tasks  in  their  locality,  and  to  extend 
the  FLSA  minimum  wage  to  all  Federal  service  contracts.  In  addi¬ 
tion,  the  Congress  did  not  want  the  Government  to  use  its  massive 
purchasing  power  to  finance  service  contracts  which  undercut  and 
depressed  a  locality's  prevailing  wage  rates. 

SCA  ADMINISTRATION  AND  ENFORCEMENT 

SCA  authorizes  the  Secretary  of  Labor  to  make  necessary  rules 
and  regulations  to  implement  the  act.  The  Secretary  has  delegated 
administration  and  enforcement  responsibilities,  except  for  the 
act's  workplace  and  health  safety  standards,  to  the  Deputy  Under 
Secretary  for  Employment  Standards,  1/  who  heads  Labor's  Employ¬ 
ment  Standards  Administration.  WithTn  this  agency,  day-to-day 
administration  and  enforcement  of  SCA  are  carried  out  by  the  Wage 
and  Hour  Division,  through  its  Washington,  D.C.,  headquarters 
organization,  10  regional  offices,  71  area  offices,  and  about 
270  field  stations  nationwide.  SCA's  workplace  safety  and  health 
standards  are  administered  and  enforced  by  Labor's  Occupational 
Safety  and  Health  Administration. 


1/Formerly  the  Assistant  Secretary  for  Employment  Standards. 
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All  SCA  wage  and  fringe  benefit  determinations  are  prepared 
and  issued  centrally  by  staff  at  the  Wage  and  Hour  Division  head¬ 
quarters.  The  division  enforces  contractor  compliance  with  SCA 
provisions  and  applicable  wage  and  fringe  benefit  determinations 
through  field  investigations. 

THE  WAGE  DETERMINATION  PROCESS 

Labor's  SCA  regulations  (29  CFR  4)  require  that  contracting 
agencies  submit  a  "Notice  of  Intention  to  Make  a  Service  Contract 
(Standard  Form  (3F)-98)  to  Labor's  Wage  and  Hour  Division  head¬ 
quarters  not  less  than  30  days  before  any  invitation  for  bids, 
request  for  proposals,  or  commencement  of  negotiations  for  any 
contract  exceeding  $2,500  which  may  be  subject  to  the  act.  The 
SF-98  requests  Labor  to  give  the  agency  a  current  wage  determina¬ 
tion  for  the  occupational  classes  and  geographical  area(s)  to  be 
involved  in  the  contract.  About  11,000  SCA  wage  and  fringe  bene¬ 
fit  determinations  are  currently  in  effect. 

Wage  determinations  set  forth  the  minimum  wages  or  fringe 
benefits  established  by  Labor  for  specific  occupations  in  a 
geographic  area.  Before  1972,  such  determinations  were  normally 
based  on  local  wage  rate  and  fringe  benefit  data  gathered  through 
surveys  by  Labor's  Bureau  of  Labor  Statistics  (BLS).  However, 
when  the  act  was  amended  in  1972  to  provide  for  use  of  collective 
bargaining  agreements,  such  agreements  became  a  major  source  of 
data  for  wage  determinations. 

Labor  has  established  a  goal  of  responding  to  the  procuring 
agency  within  30  days  of  receipt  of  an  SF-98  with  either  (1)  an 
applicable  wage  determination,  (2)  a  notice  that  SCA  applies  but 
no  applicable  wage  determination  exists  1/  and  the  employees  must 
be  paid  at  least  the  FLS A  minimum  wage,  (3)  a  judgment  that  SCA 
does  not  apply  to  the  contract  the  SF-98  is  intended  to  cover,  or 
(4)  a  request  for  additional  information. 

If  Labor  responds  with  a  wage  determination,  the  contracting 
agency  is  required  to  include  it  in  the  bid  or  proposal  specifica 
tions  and  in  the  awarded  contract.  If  no  applicable  wage  determi 
nation  exists  or  none  is  furnished  to  the  requesting  agency,  the 
agency's  awarded  contract  must  specify  that  the  contractor's  em¬ 
ployees  working  on  the  contract  will  be  paid  wages  no  less  than 
the  FLSA  minimum  wage. 

After  Labor  initially  issues  determinations,  it  typically 
revises  and  updates  them  on  an  annual  basis  corresponding  with 
procurement  schedules,  the  timing  of  scheduled  wage  surveys,  or 


1/According  to  Labor,  this  situation  may  occur  only  when  five 
or  fewer  service  employees  will  be  engaged  in  contract 
performance. 
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the  negotiation  of  new  or  revised  collective  bargaining  agree¬ 
ments.  In  fiscal  year  1981,  Labor  issued  5,866  new  or  revised 
determinat ions . 

OBJECTIVES,  SCOPE,  AND  METHODOLOGY 

The  objectives  of  our  review  were  to  determine: 

— Whether  3CA  is  being  administered  in  a  manner  that  effec¬ 
tively  fulfills  its  congressional  intent  of  protecting 
the  economic  well-being  of  covered  service  workers  through 
determinations  reflecting  the  wages  and  fringe  benefits 
prevailing  for  service  employees  in  the  localities  where 
Federal  service  work  is  performed. 

— Whether  legislative  and/or  administrative  changes  would 
improve  the  act's  effectiveness  in  fulfilling  its  intended 
purpose. 

Our  review  was  performed  at  the  Department  of  Labor,  nine 
other  Federal  departments,  and  nine  independent  Federal  agencies 
in  the  executive  branch.  In  making  our  review,  we  contacted 
172  Federal  agency  installations  in  21  States  and  the  District 
of  Columbia,  including  96  defense,  40  civilian  department,  and 
36  independent  agency  installations.  We  also  contacted  contract¬ 
ing  officials  of  the  Architect  of  the  U.S.  Capitol  and  the  Dis¬ 
trict  of  Columbia  Government.  Onsite  visits  were  made  to  58  of 
the  agency  installations  contacted.  (Apps.  Ill  and  IV  contain 
lists  of  Federal  agency  installations  contacted  and  the  States 
in  which  they  were  located.) 

As  part  of  our  review,  we  spoke  with  officials  of  10  union 
locals  in  six  States,  as  well  as  officials  of  the  Laborers' 
International  Union  of  North  America  and  the  American  Federation 
of  Labor  and  Congress  of  Industrial  Organizations  (AFL-CIO).  We 
also  talked  to  representatives  of  various  business  and  industry 
associations  and  several  State  employment  agencies.  (See  apps.  V 
to  VII.)  In  addition,  we  interviewed  selected  incumbent  Federal 
service  contractors  in  12  States  and,  where  deemed  necessary, 
reviewed  their  payroll  records  and  interviewed  service  employees. 

The  purpose  of  these  contacts  was  to  obtain  the  views  of 
Government,  organized  labor,  industry,  and  Federal  service  con¬ 
tractor  officials  and  service  employees  regarding  SCA,  its  imple¬ 
menting  regulations,  and  the  wage  and  fringe  benefit  rate  deter¬ 
minations  issued  by  Labor  under  it.  We  also  used  these  sources 
and  others  to  obtain  wage  and  fringe  benefit  data  for  specific 
job  classifications  in  selected  localities  in  our  review. 


An  important  element  of  our  review  was  an  in-depth  evaluation 
of  Labor's  SCA  wage  and  fringe  benefit  rate  determinations,  with 
emphasis  on  the  procedures  Labor  uses  to  develop  and  issue  wage 
and  fringe  benefit  rates,  the  bases  for  the  rates  issued,  and 
the  job  classifications  and  localities  covered.  To  do  this, 
we  analyzed  150  determinations  representing  random  samples  of 
30  each  from  five  separate  regional  universes  of  wage  determina¬ 
tions  that  were  (1)  current  as  of  October  1979  and  (2)  had  been 
issued  by  Labor  to  Federal  contracting  agencies  between  January  1 
and  September  30,  1979.  The  five  regional  universes  included 
3,533  wage  determinations  covering  19  States  and  the  District  of 
Columbia . 

Using  the  information  in  Labor's  docket  files,  we  analyzed 
the  data  sources  and  bases.  Labor's  rationale,  and  the  document¬ 
ation  supporting  the  150  sampled  wage  rate  and  fringe  benefit 
determinations.  We  identified  all  agency  installations  that  had 
been  furnished  the  wage  determinations  during  the  9-month  period 
and  contacted  procurement  officials  at  each  installation.  We  also 
contacted  other  agency  installations,  where  necessary,  to  obtain 
additional  or  corroborating  information. 

From  the  sample  of  150  determinations,  we  selected  a  subsample 
of  25  determinations — 5  in  each  regional  area — for  which  we  per¬ 
formed  wage  surveys  t  >  determine  the  wage  rates  and  fringe  benefits 
actually  prevailing  in  the  localities  where  the  service  work  was 
performed.  Each  of  the  25  determinations  was  included  in  one  or 
more  awarded  service  contracts.  In  our  selections  we  also  con¬ 
sidered  the  following  additional  characteristics: 

— The  dollar  amount  of  the  awarded  contract. 

— The  type  of  service  to  be  performed. 

— The  locality  of  contract  performance. 

— The  job  classif ication( s)  involved. 

— The  basis(es)  for  the  wage  rates  and  fringe  benefits 
issued. 

The  subsampled  determinations  covered  25  localities  in 
12  States  and  various  services  for  which  Labor  routinely  issues 
wage  determinations,  such  as  family  housing  maintenance,  jani¬ 
torial  and  custodial  services,  guard  services,  refuse  collection, 
and  vehicle  repair  and  maintenance. 

In  our  surveys  we  attempted  to  identify  all  private  sector 
employers  in  the  locality  who  employed  service  workers  in  the 
job  classifications  listed  on  Labor's  issued  determination.  Each 
identified  employer  was  then  contacted  by  telephone  or  in  person. 
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From  employers  who  agreed  to  participate  in  our  surveys,  1/  we 
obtained  wage  rate  data  for  each  of  their  workers  in  the  3ob  class 
fications  being  surveyed.  The  data  collected  usually  reflected 
the  wages  being  paid  during  the  month  before  Labor' s  determination 
was  issued.  Wherever  possible,  we  examined  payroll  records  to 
verify  the  data  furnished  by  the  employers  and  interviewed  em¬ 
ployees  to  confirm  the  wages  received  and  the  duties  performed. 

Using  the  wage  data  collected  for  each  job  classification 
in  each  survey,  we  identified  the  range  of  wage  rates  and,  where 
possible,  the  single  rate  paid  the  majority  of  surveyed  service 
workers.  We  also  attempted  to  identify  or  compute  other  indica¬ 
tors  of  the  prevailing  wage  rates  for  each  job  classification 
using  two  generally  accepted  statistical  measures  of  central 
tendency — mean  (computed  weighted  average  rate)  and  median  (mid¬ 
point  in  the  distribution  of  wage  rates)  . 

In  our  computations  we  did  not  give  due  consideration  to 
the  wage  rates  that  might  have  been  paid  the  surveyed  workers 
if  federally  employed  (as  Labor  is  required  to  do  under  SCA) . 

The  act  does  not  say  how  "due  consideration"  is  to  be  given  to 
Federal  wage  rates.  As  discussed  in  chapter  3  and  appendix  IX, 
to  give  due  consideration  to  Federal  wage  rates.  Labor  used 
various  inconsistent  methods,  which  produced  significantly 
different  wage  determinations.  Because  of  the  varying  results 
produced  by  the  different  methods,  we  were  not  able  to  determine 
whether  any  method  Labor  used  was  appropriate  for  consistent  use. 
Also,  we  had  no  reasonable  bases  for  establishing  our  own  method. 

In  addition,  we  believe  it  was  appropriate  to  exclude  Federal 
wage  rates  from  our  analysis  because  the  sizes  and  types  of  estab¬ 
lishments  surveyed  to  develop  wage  rates  for  direct-hire  Federal 
wage  board  or  blue-collar  employees  were  not  representative  of 
Federal  service  contractors.  Surveys  used  in  establishing  such 
Federal  wage  rates  excluded  establishments  employing  fewer  than 
50  workers.  Most  SCA  contracts  involve  service  activities  using 
fewer  than  10  employees.  Also,  much  of  the  wage  survey  data,  used 
to  establish  such  Federal  wage  rates  came  from  establishments  in 
the  manufacturing,  transportation,  communications,  and  wholesale 
trades  industries.  These  industries  were  not  representative  of 
service  industry  contractors  providing  most  Government  services. 

We  compared  our  survey  rates  with  the  rates  Labor  issued,  and 
where  possible,  we  quantified  the  potential  cost  impacts  of  any 
identified  rate  differences  on  the  awarded  Government  contracts. 


1/Within  the  25  identified  employer  survey  universes,  employer 
participation  rates  averaged  89.8  percent  and  ranged  from 
57.1  percent  in  1  locality  to  100  percent  in  10  localities. 
For  23  of  the  25  survey  universes,  employer  participation 
rates  were  80  percent  or  higher. 


In  each  locality,  we  also  attempted  to  collect  data  on  the  number 
and  cost  of  fringe  benefits  surveyed  employers  provided  their 
service  employees.  These  data  covered  health  and  welfare  benefits, 
paid  holidays,  paid  vacations,  and  other  bona  fide  fringe  benefits. 
Employer  cost  data  were  not  uniformly  available;  therefore,  we  could 
not  always  directly  compare  employer  health  and  welfare  benefit 
cost  rates  per  hour  with  those  Labor  specified  in  its  issued  deter¬ 
minations.  However,  on  the  basis  of  the  data  that  were  made  avail¬ 
able  to  us,  we  were  able  to  compare  the  relative  level  of  health 
and  welfare  benefits  prevailing  in  the  localities  surveyed. 

In  many  instances  we  could  not  quantify  the  potential  cost 
impact  because  of  (1)  the  nature  of  the  Government  service  con¬ 
tract  involved  (for  example,  those  with  indefinite  dollar  amounts), 
(2)  the  unavailability  of  contractor  records  documenting  the  direct 
labor  hours  involved,  or  (3)  the  lack  of  comparable  fringe  bene¬ 
fit  cost  data  among  the  surveyed  employers.  (See  apps.  VIII,  X, 
and  XI  for  data  on  these  regional  samples  and  subsamples  and  on 
the  results  of  our  wage  rate  and  fringe  benefit  surveys.) 

Information  we  obtained  from  the  agencies  contacted  revealed 
that  315  service  contracts  totaling  more  than  $52  million  had 
been  awarded  in  fiscal  years  1979  and  1980  incorporating  wage 
determinations  from  our  sample  of  150.  The  25  subsampled  wage 
determinations  were  included  in  42  service  contracts  valued  at 
more  than  $21  million. 

Because  of  the  limited  numbers  of  wage  determinations  in 
the  above  samples,  and  the  sampling  methodologies  used,  we  cannot 
statistically  project  our  sample  results  to  Labor's  universe  of 
issued  determinations.  The  time,  cost,  and  staff  resources 
needed  to  review  wage  determinations  and  perform  independent 
wage  surveys  of  statistically  projectable  samples  would  have 
been  very  high.  However,  based  on  our  analyses  and  discussions 
with  numerous  officials  in  and  out  of  Government,  we  have  no 
reason  to  believe  that  our  sampling  results  are  not  generally 
representative  of  Labor's  wage  determination  activity  under  SCA 
and  of  the  impact  of  that  activity  on  Government  service  pro¬ 
curements,  service  contractors,  and  service  employees. 

Our  review  was  performed  in  accordance  with  generally 
accepted  government  audit  standards. 

We  initiated  our  in-depth  field  reviews  and  analyses  of 
Labor's  wage  determinations  in  October  1979,  performed  our  in¬ 
dependent  wage  surveys  between  April  and  October  1980,  and 
completed  our  data  gathering  and  analysis  in  November  1981. 
Throughout  this  period,  SCA  and  Labor's  regulations,  policies, 
and  procedures  for  administering  it  have  remained  unchanged, 
although  regulatory  changes  have  been  under  consideration 
since  at  least  December  1979. 


CHAPTER  2 


INHERENT  PROBLEMS  HAMPER  LABOR'S 


ABILITY  TO  DEVELOP  ACCURATE 

WAGE  RATES  AND  FRINGE  BENEFITS 

In  providing  for  the  development  of  wage  rates  and  fringe 
benefits,  SCA  requires  that  they  be  "prevailing"  and  "in  the 
locality."  The  ambiguity  of  these  terms  has  hampered  Labor's 
ability  to  develop  accurate  wage  rates  and  fringe  benefits. 

The  1972  amendments  to  SCA  further  complicated  Labor*  s  task  by 
requiring  that  Labor  issue  collectively  bargained  wages  and 
benefits  in  specific  successor  contractor  situations  and  give 
due  consideration  to  Federal  employee  wages  and  benefits  in 
making  determinations  of  the  prevailing  wages  and  benefits  in 
a  locality. 

Subsection  2(a)(1)  of  the  act  requires,  in  part,  that  all 
covered  contracts  in  excess  of  $2, 500  contain  a  provision 
specifying : 

"*  *  *  the  minimum  monetary  wages  to  be  paid  the 
various  classes  of  service  employees  in  the  per¬ 
formance  of  the  contract  or  any  subcontract  there¬ 
under,  as  determined  by  the  Secretary  [of  Labor], 
or  his  authorized  representative,  in  accordance 
with  prevailing  rates  for  such  employees  in  the 
locality,  *  *  *."  [Underscoring  suppliedT) 

Likewise,  subsection  2(a)(2)  requires,  in  part,  that  such  con¬ 
tracts  also  contain  a  provision  specifying: 

"*  *  *  the  fringe  benefits  to  be  furnished  the 
various  classes  of  service  employees,  engaged  in 
the  performance  of  the  contract  or  any  subcontract 
thereunder,  as  determined  by  the  Secretary  or  his 
authorized  representative  to  be  prevailing  for  such 
employees  in  the  locality,  *  *  *.  (Underscoring 
supplied . ) 

Nowhere  in  SCA  are  the  terms  "prevailing"  and  "in  the 
locality"  defined  or  explained. 


HOW  LABOR  DEFINES  "PREVAILING" 


In  its  March  1978  draft  manual  of  policies  and  procedures 
for  determinations  of  SCA  wages  and  fringe  benefits,  1/  Labor 
recognized  the  ambiguity  of  the  term  "prevailing."  It  states 
that: 


"*  *  *,  it  is  clear  that  the  objective  in  deter¬ 
mining  prevailing  rates  is  to  find  the  rates  which 
*  *  *  mirror  those  in  fact  furnished  to  the  parti¬ 
cular  classes  of  service  employees  in  a  locality. 

The  term,  "prevailing,"  is  not  subject  to  any  pre¬ 
cise  single  formula  nor  to  any  exact  definition 
which  would  be  appropriate  in  all  instances;  it 
must  be  viewed  in  the  light  of  all  pertinent  in¬ 
formation  regarding  wage  and  fringe  benefits  in 
the  locality."  (Underscoring  supplied.) 

Labor  also  recognized  its  difficulties  in  developing  pre¬ 
vailing  rates.  Labor’s  manual  states: 

"The  development  of  a  prevailing  wage  rate,  by  its 
nature,  cannot  be  an  exacting  science.  The  multi¬ 
plicity  of  the  services  procured  by  the  Federal 
government  and  the  exhaustive  list  of  classifica¬ 
tions  required  in  the  performance  of  these  serv¬ 
ices  *  *  *  precludes  any  definitive  listing  oT~ the 
various  criteria  and  factors  that  comprise  a  "pre¬ 
vailing"  decision  in  each  and  every  type  of  cir¬ 
cumstance  .  Within  the  framework  of  the  statutory 
concept,  associated  legislative  purpose,  and  gen¬ 
eral  implementing  policy/guidelines,  the  final  re¬ 
solution  of  a  prevailing  wage  rate  must  combine 
knowledge  of  job  classifications,  their  duties 
and  how  they  interrelate  to  each  other;  wage  and 
salary  administration  schemes;  survey  technique  and 
method;  and  the  Federal  government's  procurement 
process  with  resourcefulness  and  good  judgement. 

The  task  is  compounded  by  limited  available  data 
sources  and,  as  well  [sic]  by  the  limitations  of 
the  data  that  are  available.  *  *  *.  Final  resolu¬ 
tion  of  the  wage  rate  adopted  in  a  predetermination 


l/"The  Predetermination  of  Wage  Rates  and  Fringe  Benefits  under 
the  Service  Contract  Act,  A  Manual  of  Policies  and  Procedures," 
prepared  by  the  Wage  and  Hour  Division,  Employment  Standards 
Administration,  Department  of  Labor,  March  1978  (draft). 
Although  the  manual  had  not  been  finalized,  a  Labor  official 
confirmed  that  it  reflected  Labor's  current  policies  and  pro¬ 
cedures  for  wage  rate  and  fringe  benefit  determinations  under 
SCA  at  the  time  of  our  review. 
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is  subject  to  the  statutory  requirement  to  give 
"due  consideration"  to  the  rates  established  for 
employees  of  the  Federal  government  *  *  *  T" 

(Underscoring  supplied.) 

Accordingly,  in  order  of  preference,  the  basic  principles  for 
determining  a  prevailing  rate,  which  Labor's  manual  states  are 
typically  followed,  are: 

1.  Where  a  single  rate  is  paid  the  majority  of  the  employees 
in  a  classification  in  a  locality,  that  rate  is  considered 
to  prevail. 

2.  Where  a  single  majority  rate  is  not  present,  the  prevail¬ 
ing  rate  will  be  based  on  statistical  measurements  of 
central  tendency,  such  as  the  "median"  or  the  "mean" 
rate.  (Labor's  manual  states  that  the  median  rate  is 
generally  considered  the  better  indicator  of  the  prevail¬ 
ing  rate.) 

PREVAILING  RATE  CONCEPT 

The  "prevailing  rate"  concept,  as  Labor  attempts  to  apply  it 
in  its  wage  determinations  under  SCA,  involves  setting  a  rate,  at 
or  near  the  middle  of  the  full  range  of  rates  paid  employees  in  a 
particular  job  classification,  as  being  the  minimum  rate  that  can 
be  paid  any  service  employees  working  in  the  classification  on  a 
certain  Federal  service  contract. 

Such  prevailing  rates,  by  their  nature,  do  not  recognize 
the  limited  skills  and  experience  of  newly  hired  or  entry-level 
workers  and  assume  that  all  workers  in  a  job  classification  are 
entitled  to  the  same  wage  rate.  Moreover,  once  a  "prevailing" 
rate  is  established  in  a  wage  determination  as  the  minimum  that 
can  be  paid,  it  becomes  the  floor  for  adjusting  the  wage  differ¬ 
entials  for  higher  skilled  and  more  experienced  workers  in  the 
same  job  class  and  for  later  revising  that  rate  in  future  deter¬ 
minations.  This  can  quickly  escalate  wages  paid  service  workers 
on  Federal  contracts  and  can  create  or  widen  a  gap  between  the 
federally  mandated  rates  on  SCA-covered  contracts  and  those  being 
paid  private  sector  workers  in  the  same  job  classifications  in  the 
local  labor  market. 

The  methods  Labor  uses  in  setting  prevailing  wages  illustrate 
the  inherent  uncertainties  involved.  Even  for  an  individual  job 
classification,  there  are  factors,  such  as  work  experience,  which 
affect  the  wages  so  that  the  so-called  prevailing  wage  set  by 
Labor  may  not  be  appropriate  for  the  individual  workers.  Many 
other  factors  that  cannot  be  quantified  and  may  not  even  be  iden¬ 
tifiable  also  affect  the  prevailing  wage  determination.  For  ex¬ 
ample,  factors  such  as  (1)  changes  in  the  economy;  (2)  the  tech¬ 
nological  obsolescence  of  an  industry;  (3)  technological  advances 


within  an  industry;  (4)  working  conditions,  including  weather  and 
physical  facilities;  and  (5)  the  presence  or  absence  of  tariffs 
illustrate  the  types  of  constantly  changing  conditions  that  can 
affect  wages  and  thus  add  to  the  difficulties  in  determining  a 
prevailing  wage. 

Problems  also  exist  with  respect  to  developing  prevailing 
fringe  benefits.  During  oversight  hearings  in  1974,  one  of  the 
witnesses  1/  characterized  the  problem  as  follows: 

"*  *  *  Although  the  labor  market  is  dynamic  and 
fluid,  the  methodology  of  the  Bureau  of  Labor 
Statistics  is  still  like  that  of  a  flash  camera 
photographing  a  moving  object  rather  than  that 
of  a  movie  camera. 

"Consequently,  the  Secretary  of  Labor  is  at  a 
great  disadvantage  in  making  determinations  of 
prevailing  fringe  benefits  guaranteed  to  be 
relevant  to  any  point  of  time  excepting  the 
instant  when  the  BLS  survey  was  taken.  *  *  *" 

HOW  LABOR  DEFINES  "LOCALITY" 


Labor  in  its  regulations  (29  CFR  4.163)  implementing  SCA 
recognized  the  ambiguity  of  the  term  "locality."  The  regulations 
defined  and  explained  it  as  follows: 

" *  *  * .  The  term  ' locality*  has  reference  to 
geographic  space.  However,  it  has  an  elastic  and 
variable  meaning  and,  if  the  statutory  purposes 
are  to  be  achieved,  must  be  viewed  in  the  light  of 
the  existing  wage  structures  which  are  pertinent 
to  the  employment  by  potential  contractors  of  par¬ 
ticular  classes  of  service  employees  on  the  kinds 
of  service  contracts  which  must  be  considered, 
which  are  extremely  varied.  It  is,  accordingly, 
not  possible  to  devise  any  precise  single  formula 
which  would  define  the  exact  geographic  limits  of 
a  'locality'  that  would  be  relevant  or  appro- 
priate  for  the  determination  of  prevailing  wage 
rates  and  prevailing  fringe  benefits  in  all  situa¬ 
tions  under  the  Act.  The  locality  within  which  a 
wage  or  fringe  benefit  determination  is  applicable 
is,  therefore,  defined  in  each  such  determination 


_1/President  of  the  American  Federation  of  Government  Employees 
on  H.R.  14371  before  the  Special  Subcommittee  on  Labor,  House 
Committee  on  Education  and  Labor,  93rd  Cong.,  2nd  Sess.,  S3 
( 1974) . 
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upon  the  basis  of  all  the  facts  and  circumstances 
pertaining  to  that  determination.  Each  such  deter¬ 
mination  applies  only  to  contracts  for  the  locality 
which  it  includes."  (Underscoring  supplied.) 

In  its  wage  determination  manual,  Labor  amplified  its  definition 
of  "locality": 

"*  *  *  'locality'  may  be  defined  as  a  city,  a  county, 
several  counties  comprising  a  metropolitan  area,  an 
entire  state,  a  geographic  region,  or  the  entire 


country.  Pertinent  determining  factors  would  in¬ 
clude  the  geographic  scope  of  the  data  on  which  the 
determination  was  based,  the  nature  of  the  services 
being  procured,  and  the  procurement  method  being 
used,  i.e.,  a  regional  or  national  solicitation, 
performance  at  the  location  of  the  successful  bidder 
unknown  at  the  time  of  solicitation,  performance  at 
a  specified  facility/installation,  among  others. 

*  *  *"  (Underscoring  supplied.) 

Thus,  under  such  a  broad  and  all-encompassing  interpretation. 
Labor  staff  had  wide  discretion  in  defining  the  "locality"  to  be 
used  in  any  given  SCA  wage  rate  and  fringe  benefit  determination. 

Courts  limit  definition  of  locality 

This  wide  discretion  in  defining  locality  has,  however,  been 
somewhat  limited  by  the  courts.  The  U.S.  Court  of  Appeals  for 
the  Fourth  Circuit,  in  an  April  1980  decision,  1/  held  that  the 
appropriate  locality  for  determining  the  prevailing  minimum  wage 
was  the  standard  metropolitan  statistical  area  in  which  the  com¬ 
pany  (service  contractor)  was  located,  not  the  entire  Nation. 

In  its  ruling,  the  court  noted  that  SCA  requires  minimum 
wages  to  be  paid  in  accordance  with  the  rates  prevailing  "in  the 
locality"  and  that,  contrary  to  Labor's  contention  that  it  should 
be  allowed  to  gather  nationwide  data  and  formulate  one  nationwide 
standard,  "locality"  is  a  particular  spot,  situation,  or  location- 
not  the  entire  United  States.  The  court  concluded  that  Labor's 
nationwide  wage  standard  is  "too  expansive,  too  unwieldly,  and  too 
unfair. " 

Moreover,  in  affirming  the  district  court's  decision  in  the 
case,  the  Court  of  Appeals  noted  that  the  lower  court's  reason¬ 
ing  was  consistent  with  the  ruling  in  Descomp,  Inc,  v.  Sampson.  2/ 


1/Southern  Packaging  &  Storage  Company,  Inc.  v.  U.S  ,  618  F.  2d 
1088  (4th  Cir.  1980). 

2/Descomp,  Inc,  v.  Sampson,  377  F.  Supp.  254  (D.  Del.  1974). 


In  that  case,  the  Delaware  Federal  District  Court  held  that 
"locality”  refers  to  the  area  where  services  are  actually 
performed . 

Despite  the  court's  ruling  in  the  Descomp  case.  Labor  has 
continued  to  make  and  apply  SCA  wage  rate  and  fringe  benefit 
determinations  to  multicounty,  statewide,  regionwide,  and  nation¬ 
wide  "localities." 

The  "locality"  problem,  as  it  relates  to  determining  wage 
rates,  would  be  somewhat  alleviated  if  Labor's  August  1981  pro¬ 
posed  revisions  to  its  SCA  regulations  are  implemented.  The 
proposed  revisions  recognize  the  Court  of  Appeals'  ruling  in  the 
Southern  Packaging  case.  (See  ch.  5  for  a  discussion  of  Labor’s 
proposed  SCA  regulations.)  However,  the  problem  of  "locality" 
in  determining  fringe  benefits  is  not  addressed  by  the  pending 
regulations. 

1972  AMENDMENTS  TO  SCA 
COMPLICATED  LABOR'S  TASK 


The  1972  amendments  to  SCA  (Pub.  L.  No.  92-473,  Oct.  9,  1972) 
complicated  Labor's  task  of  determining  the  prevailing  wages  and 
fringe  benefits  in  a  locality  by  mandating  that  Labor  (1)  issue 
collectively  bargained  wages  and  benefits  in  specified  successor 
contractor  situations  and  (2)  give  "due  consideration"  to  Federal 
employee  wages  and  benefits  in  making  determinations  under  the 
"prevailing  in  the  locality"  concept. 


Use  of  collectively  bargained 
wages  and  benefits 


The  1972  amendments,  among  other  things,  added  to  subsec¬ 
tions  2(a)(1)  and  (2)  a  mandate  that  Labor  issue  determinations 
reflecting  collectively  bargained  wage  rates  and  fringe  benefits, 
and  any  prospective  increases  in  such  wages  and  benefits,  pro¬ 
vided  they  resulted  from  arm's-length  negotiations. 


The  amendments  also  added  section  4(c),  the  "successorship" 
provision,  to  SCA.  This  section  requires  that  a  contractor  or 
subcontractor  which  succeeds  a  union  contractor  and  furnishes 
substantially  the  same  services  must  pay  its  service  employees 
working  on  the  contract  no  less  than  the  wages  and  fringe  bene¬ 
fits,  including  accrued  wages  and  benefits  and  any  prospective 
increases,  provided  for  in  the  predecessor  contractor's  collec¬ 
tive  bargaining  agreement  to  which  the  service  employees  would 
have  been  entitled  if  they  were  still  employed  under  the  prior 
contract.  Successor  contractors  and  subcontractors  are  bound 
by  these  wages  and  benefits  unless  the  Secretary  of  Labor  finds 
after  a  hearing  that  they  are  "substantially  at  variance  with 
those  which  prevail  for  services  of  a  character  similar  in  the 
locality. " 
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The  Congress  enacted  section  4(c)  and  the  amendments  to  sub¬ 
sections  2(a)(1)  and  (2)  because  of  labor-management  instability 
believed  to  have  resulted  from  Labor's  failure  to  "take  the  exist¬ 
ence  of  collective  bargaining  agreements  into  account  in  the  wage 
and  fringe  benefit  determination  process." 

"Due  consideration"  of 
Federal  employee  wages 

The  1972  amendments  also  added  subsection  (5)  to  section  2(a) 
of  SCA  to  require  that  (1)  covered  service  contracts  include  a 
statement  of  the  rates  that  would  be  paid  by  the  Federal  contract¬ 
ing  agency  to  the  various  classes  of  service  employees  if  they 
were  direct-hire  Federal  wage  board  or  blue-collar  employees  and 
(2)  the  Secretary  of  Labor  give  "due  consideration"  to  such  rates 
in  making  wage  and  fringe  benefit  determinations.  1/  The  purpose 
of  the  "due  consideration"  requirement  was  to  "narrow  the  gap" 
between  the  wages  and  fringe  benefits  of  Federal  direct-hire 
employees  and  those  of  service  employees  covered  by  SCA. 


The  “successorship"  provision  of  SCA  (1)  precludes  unionized 
successor  contractors  from  paying  service  employees  on  the  basis 
of  their  own  collective  bargaining  agreements  if  their  agreements 
provide  for  lower  wages  and  fringe  benefits  and  (2)  requires  non- 
unionized  successor  contractors,  and  their  subcontractors,  to  pay 
service  employees  the  union  rates  that  Labor  would  specify  in  its 
wage  and  benefit  determinations. 

When  the  "successorship"  provision  is  applied,  union  wage 
rates  and  fringe  benefits  are  incorporated  in  Labor's  determina¬ 
tions  and  imposed  on  successor  contractors,  even  though  such  rates 
and  benefits  may  not  prevail  in  the  locality  and  the  successor 
contractor  has  not  signed  the  collective  bargaining  agreement. 
Likewise,  when  the  "due  consideration"  provision  is  applied  to 
Labor's  wage  determination  process,  the  wage  rates  and  fringe 
benefits  adopted  in  the  issued  determinations  generally  vary  sub¬ 
stantially  from  the  wages  and  benefits  purported  as  prevailing  in 
the  data  sources  used  by  Labor. 


1/Amendments  in  1976  (Pub.  L.  No.  94-489,  Oct.  13,  1976)  broadened 
the  act's  definition  of  "service  employees"  to  include  white- 
collar  workers,  except  those  employed  in  a  bona  fide  executive, 
administrative,  or  professional  capacity,  and  extended  the  pro¬ 
visions  of  subsection  2(a)(5)  to  them. 


CHAPTER  3 


INADEQUACIES  IN  DATA  SOURCES  FOR  DEVELOPING 
ACCURATE  WAGE  RATES  AND  FRINGE  BENEFITS 

Our  review  and  analysis  of  a  sample  of  150  wage  determina¬ 
tions  showed  that  Labor's  existing  data  sources  are  not  adequate 
to  develop  and  issue  accurate  prevailing  wage  rate  and  fringe 
benefit  determinations  for  service  employees  on  Federal  service 
contracts.  Also,  as  discussed  in  chapter  4,  developing  the  data 
needed  to  accurately  set  wage  rates  and  fringe  benefits  for  each 
location  where  a  Federal  service  contract  is  to  be  performed  would 
be  very  costly. 

In  carrying  out  its  SCA  responsibilities.  Labor  must  rely  on 
whatever  wage  data  are  available  in  determining  wage  rates  that 
must  be  issued  for  the  various  classes  of  service  workers  in  the 
thousands  of  localities  where  Federal  service  contracts  are  per¬ 
formed.  It  considers  wage  data  available  from  BLS ;  other  Federal, 
State,  and  local  agencies;  contracting  agencies;  contractors;  trade 
associations;  union  organizations;  and  others.  However,  wage  data 
for  many  classifications  of  service  workers  are  not  available. 

Also,  many  of  the  data  bases  Labor  uses  are  inappropriate  for 
service  worker  classifications. 

In  analyzing  the  150  wage  determinations,  we  found  that 
Labor  made  many  adjustments  to  the  data  bases  it  had  available 
which  resulted  in  material  differences  between  the  wage  rates  and 
fringe  benefits  it  issued  and  those  in  the  data  bases.  One  of 
the  reasons  Labor  adjusted  the  data  was  to  give  "due  considera¬ 
tion,"  as  required  by  SCA,  to  the  wages  that  would  be  paid  the 
service  workers  if  they  were  direct-hire  Federal  employees.  Our 
analysis  disclosed  numerous  inconsistencies  in  the  way  Labor  ap¬ 
plied  SCA's  due  consideration  provisions. 

DATA  SOURCES  AND  BASES  LABOR  USED 
TO  DEVELOP  WAGE  DETERMINATIONS 
IN  SAMPLE  WE  REVIEWED 

To  evaluate  Labor's  wage  determination  policies,  procedures, 
and  data  bases,  we  reviewed  and  analyzed  a  sample  of  150  wage 
determinations  Labor  furnished  to  Federal  agencies  in  1979  in 
response  to  agency  requests  for  wage  rates  for  proposed  service 
contracts.  Our  analysis  of  the  sampled  determinations  showed 
that  Labor  used  the  following  data  sources  and  bases  in  determin¬ 
ing  wage  rates  for  individual  job  classifications. 


16 


Data  source  or  basis 
for  wage  rate  issued 

Number  of 
wage 

rates  issued 

Number  of 
sampled 

determinations 

BLS  area  or  SCA  wage  surveys: 

Reported  rate  adopted 

66 

Reported  rate  adjusted 

211 

Reported  rate  considered  but  believed 
too  low — issued  or  increased  prior 

wage  determination  rate 

89 

366 

78 

Union  collective  bargaining  agreements 

218 

43 

Davis-Bacon  Act  wage  decisions 

71 

7 

Nonappropriated  fund  wage  schedules 

56 

16 

FLSA  minimum  wage 

19 

5 

State  or  local  government  rates 

2 

2 

Incumbent  nonunion  contractor  rate 

1 

1 

Increased  prior  rate — no  current  data 

34 

15 

Total 

767 

a/167 

a/Labor  used  more  than  one  data  source  for  developing  the  individual  wage 
rates  in  the  150  wage  determinations  in  our  sample. 


Our  review  of  the  docket  files  supporting  those  150  determina 
tions  and  interviews  with  Labor's  Wage  and  Hour  Division  officials 
disclosed  that  Labor  relied  on  various  data  sources,  which  in  many 
cases  were  not  applicable  to  the  job  classifications  or  the  locali¬ 
ties  for  which  wage  rates  were  determined.  We  found  that  Labor 

— relied  heavily  on  BLS  wage  surveys  that  often  were  made  for 
purposes  other  than  SCA  wage  determinations  and  contained 
data  not  representative  of  most  Government  service  contrac¬ 
tors  and  their  employees'  wages  and  fringe  benefits  or  of 
the  localities  for  which  determinations  were  requested; 

— inappropriately  used  nonappropriated  fund  system  wage  rates 
in  establishing  SCA  wage  rates  for  job  classifications 
involved  in  service  work  which,  if  not  contracted,  would 
have  been  performed  by  higher-paid  Federal  appropriated 
fund  wage  system  employees; 

— applied  construction  worker  wage  rates,  developed  for 

Davis-Bacon  Act  wage  decisions,  to  service  workers  on  non¬ 
construction  jobs  although  job  classifications  were  not 
comparable;  and 

— extended  or  applied  collective  bargaining  agreement  rates 
within  and  beyond  specific  localities  on  the  basis  of 
asserted  union  dominance  in  the  localities  covered  by  the 
determinations . 
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Labor  generally  adjusted  its  source  data  to  arrive  at  hourly 
wage  rates  it  purported  to  represent  the  "prevailing"  rates  for 
the  localities  covered  by  the  issued  determinations,  except  when 
a  collective  bargaining  agreement  rate  or  the  FLSA  minimum  wage 
rate  was  adopted  in  a  determination. 

These  inadequacies  in  the  data  sources  and  inappropriate 
adjustments  are  discussed  in  the  following  sections. 

BLS  WAGE  SURVEY  DATA  INAPPROPRIATE 
FOR  USE  IN  DEVELOPING  SCA  WAGE  RATES 


In  reviewing  Labor's  use  of  BLS  wage  survey  data,  we  found 
that  the  data  were  accumulated  by  BLS  from  establishments  that 
were  not  similar  in  size  and  type  to  the  Federal  service  con¬ 
tractors.  Also,  the  BLS  survey  data  did  not  cover  many  of  the 
job  classifications  for  which  Labor  issued  wage  determinations. 

The  primary  BLS  data  sources  used  in  the  SCA  wage  determina¬ 
tion  program  are: 

— Area  wage  surveys,  performed  as  part  of  BLS'  regular  data 
collection  activities,  that  yield  annual  data  on  a  cross¬ 
industry  basis  for  selected  occupations  in  about  70  standard 
metropolitan  statistical  areas. 

— Additional  area  wage  surveys,  performed  by  BLS  especially 
for  use  in  Labor's  SCA  wage  determination  program,  that 
yield  annual  data  on  a  cross-industry  basis  for  a  more 
limited  list  of  job  classifications  in  about  115  survey 
areas. 

— About  125  specific  industry  surveys  in  selected  localities, 
also  conducted  for  Labor's  SCA  wage  determination  program, 
that  provide  information  on  hourly  earnings  in  such  service 
industries  as  moving  and  storage,  refuse  hauling,  laundry, 
or  food  service. 

Sizes  of  BLS -surveyed  establishments 
not  representative  of  Federal 
service  contractors 


Labor  frequently  used  BLS  wage  survey  data  obtained  from 
business  establishments  employing  large  numbers  of  workers.  Such 
large  employers  generally  had  wage  rate  structures  different  from 
those  adopted  by  establishments  employing  the  numbers  of  workers 
most  often  needed  in  performing  Federal  service  contracts.  In  our 
wage  surveys  we  found  that  organizations  with  large  numbers  of 
employees  generally  paid  higher  wages  than  those  having  smaller 
numbers  of  employees. 
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BLS  area  and  SCA  cross-industry  wage  surveys,  which  Labor 
used  in  administering  SCA,  excluded  establishments  employing 
fewer  than  50  workers.  Those  employing  fewer  than  50  workers 
were  included  only  in  BLS'  special  SCA  surveys  of  the  laundry 
and  dry  cleaning,  moving  and  storage,  refuse  hauling,  and  food 
service  industries,  where  establishments  with  as  few  as  10  or 
20  employees  were  surveyed.  Moreover,  in  the  Nation's  13  largest 
metropolitan  areas,  BLS  area  wage  surveys  generally  excluded  em¬ 
ployers  with  fewer  than  100  workers. 

Our  review  of  Federal  agency  requests  (SF-98's)  for  the  wage 
determinations  included  in  our  sample  showed  that  the  agencies 
generally  estimated  that  they  would  need  fewer  than  50  workers  on 
their  proposed  service  contracts.  In  fact,  for  241  (77.5  percent) 
of  311  SF-98's  where  the  information  was  included  on  the  form, 

10  or  fewer  workers  were  estimated  to  be  needed  on  the  proposed 
contracts.  For  193  of  those  241  SF-98's,  5  or  fewer  workers  were 
estimated  to  be  needed.  Only  16  (5.1  percent)  of  the  311  requests 
indicated  that  50  or  more  workers  would  be  needed. 

Types  of  BLS-surveyed  establishments 
not  representative  of  Federal 
service  contractors 

Much  of  the  BLS  wage  survey  data  Labor  used  to  establish 
wages  for  specific  classes  of  service  employees  came  from  estab¬ 
lishments  in  industries  that  were  not  representative  of  service 
industry  contractors  providing  most  Government  services.  BLS  area 
wage  surveys  covered  establishments  in  six  broad  industry  cate¬ 
gories:  manufacturing;  transportation,  communication,  and  other 

public  utilities;  wholesale  trade;  retail  trade;  finance,  insur¬ 
ance,  and  real  estate;  and  selected  services.  They  usually  ex¬ 
cluded  agriculture,  mining,  construction,  educational  and  medical 
services,  and  government  operations. 


Published  BLS  wage  survey  reports  generally  showed  a  breakdown 
of  wage  data  between  only  two  broad  industry  categories  in  the  sur¬ 
veyed  localities — "manufacturing"  and  "nonmanufacturing" — without 
differentiating  among  the  various  industries  surveyed.  Service 
industries  fall  in  the  nonmanufacturing  category.  In  five  BLS 
wage  survey  reports  we  reviewed  at  random,  the  percentage  of  sur¬ 
veyed  workers  who  were  employed  by  manufacturing  concerns  ranged 
from  21  to  68  percent.  Such  workers  generally  received  much  higher 
wages  than  similar  workers  employed  by  nonmanufacturing  concerns. 

Moreover,  in  analyzing  the  bases  for  the  150  sampled  determi¬ 
nations,  we  noted  that,  when  Labor's  wage  analysts  used  BLS  survey 
data  in  determining  the  wage  rates,  they  consistently  selected  the 
"all-industry"  wage  rates  shown  for  the  listed  job  classifications 
even  though  substantial  differences  were  evident  for  those  job 
classes  where  BLS  also  reported  the  manufacturing  and  nonmanufac¬ 
turing  wage  data. 


Nonmanufacturing  industries  as  a  group,  and  the  service  in¬ 
dustry  in  particular,  are  more  representative  of  the  service  con¬ 
tractors  that  provide  related  Government  contract  work  than  are 
the  manufacturing  industries. 

Following  are  examples  in  which  data  on  nonmanufacturing 
industries,  including  some  service  industry  data,  were  available 
but  not  used  by  Labor  in  making  wage  rate  determinations  for  the 
cited  localities. 


BIS  survey  area  and  date, 
worker  classification, 

Number 
of  workers 

Hourly  earnings 

Percentage 

relationships 

and  industry  category 

surveyed 

Mean  Median 

Mean 

Median 

Houston,  Texas — April  1978: 

Material  handling  laborers: 

All  industries 

2,819 

$4.36 

$4.01 

100 

100 

Manufacturing 

848 

5.07 

4.80 

116 

120 

Nonmanufacturing 

1,971 

4.05 

3.70 

93 

92 

Guards: 

All  industries 

3,059 

3.67 

3.00 

100 

100 

Manufacturing 

358 

7.01 

7.14 

191 

238 

Nonmanufacturing 

2,701 

3.23 

2.93 

88 

98 

(Services) 

(2,340) 

(3.10) 

(2.86) 

(84) 

(95) 

Janitors,  porters,  cleaners: 

All  industries 

13,131 

3.01 

2.65 

100 

100 

Manufacturing 

1,284 

4.65 

4.42 

154 

167 

Nonmanufacturing 

11,847 

2.83 

2.65 

94 

100 

(Serv  ices ) 

(7,208) 

(2.70) 

(2.65) 

(90) 

(100) 

Corpus  Christi,  Texas — July  1978: 

Secretaries: 

All  industries 

226 

4.78 

4.60 

100 

100 

Manufacturing 

51 

5.24 

4.84 

110 

105 

Nonmanufacturing 

175 

4.64 

4.46 

97 

97 

Accounting  clerks: 

All  industries 

230 

3.86 

3.65 

100 

100 

Manufacturing 

43 

4.63 

4.60 

120 

126 

Nonmanufacturing 

187 

3.69 

3.50 

96 

96 

Corrputer  operators: 

All  industries 

57 

4.79 

4.89 

100 

100 

Manufacturing 

15 

6.09 

5.9$ 

127 

122 

Nonmanufacturing 

42 

4.33 

4.18 

90 

85 

Richmond,  Virginia — June  1978: 

Janitors,  porters,  and  cleaners: 

All  industries  1,956 

3.69 

3.00 

100 

100 

Manufacturing 

633 

5.02 

5.28 

136 

176 

Nonmanufacturing 

1,323 

3.05 

2.75 

83 

92 

Our  analysis  of  nationwide  summary  data  on  the  results  of 
the  1978  BLS  area  wage  surveys  for  70  standard  metropolitan  sta¬ 
tistical  areas  showed  that  the  large  wage  rate  differences  between 
manufacturing  and  nonmanufacturing  industries,  illustrated  in  the 
above  three  localities,  also  held  true  nationwide. 

BLS  wage  surveys  did  not  cover 
all  job  classifications 

BLS'  regular  and  special  SCA  area  wage  surveys  covered 
from  6  to  87  job  classifications  from  among  120  standard  job 
classifications — depending  on  the  type  of  survey  being  performed — 
each  with  specifically  defined  job  descriptions.  However,  such 
surveys  did  not  and,  as  a  practical  matter,  could  not  cover  all 
possible  job  classifications  of  service  workers  that  may  have  been 
employed  under  the  tens  of  thousands  of  Federal  service  contracts 
awarded  annually.  As  a  result,  when  Labor  received  an  agency  re¬ 
quest  for  wage  rates  for  specific  job  classifications  not  covered 
by  a  BLS  survey  report  or  not  included  in  the  latest  available  BLS 
survey  report  for  the  locality  involved,  Labor  often  used  rates 
for  other  job  classifications  or  otherwise  adjusted  whatever  data 
were  available  to  establish  rates  for  the  requested  job  classes. 

For  example,  BLS  collected  wage  data  for  the  "janitor,  porter, 
cleaner"  job  classification  in  all  of  its  70  self-initiated  area 
wage  surveys  and  the  more  than  100  cross-industry  SCA  wage  surveys. 
The  job  description  for  this  classification,  as  used  in  these  sur¬ 
veys,  specifically  stated  that  "Workers  who  specialize  in  window 
washing  are  excluded."  To  emphasize  this  point,  the  statement  was 
underscored  in  the  job  description.  Yet,  for  two  of  the  wage  deter¬ 
minations  we  sampled — in  different  localities — we  noted  that  Labor 
used  the  janitor,  porter,  cleaner  wage  rates  in  available  BLS  survey 
reports  to  establish  rates  for  window  cleaners,  on  the  basis  that 
skill  levels  of  the  two  classes  are  basically  equivalent. 

We  noted  other  instances  among  our  sampled  determinations 
where  Labor  used  janitor,  porter,  cleaner  rates  to  set  wages  for 
such  job  classifications  as  "pest  controller";  "laborer,  refuse 
collection";  and  "mess  attendant."  Each  of  these  job  classes  had 
a  distinct  job  description,  and  workers  in  these  classes  could 
have  been  expected  to  receive  wages  that  differed  from  those  of  a 
janitor,  porter,  or  cleaner. 

Occasionally,  BLS  makes  a  survey  that  includes  data  on  these 
various  classes,  resulting  in  reported  wage  rates  that  differ  sig¬ 
nificantly  from  that  of  a  janitor,  porter,  cleaner  rate  in  the 
locality.  For  example,  a  1977  contract  cleaning  industry  wage 
survey  in  the  Washington,  D.C.,  metropolitan  area  showed  the 
following: 
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Average 
hourly  rate 


Job  classificat ion 

Janitor,  porter,  cleaner 
Pest  controller 
Window  washer 


$2.89 

3.94 

4.19 


Similarly,  BL3  area  and  SCA  special  industry  wage  surveys  in  the 
San  Francisco-Oakland ,  California,  locality  during  the  same  period 
showed  the  following: 


Average 
hourly  rate 

$5.35 
7.70 

LABOR'S  ADJUSTMENTS  OF 
BLS  WAGE  SURVEY  DATA 


Job  classification 

Janitor,  porter,  cleaner 
Refuse  collector 


In  about  half  of  the  wage  determinations  in  our  sample  (78  of 
150),  Labor  used  BLS  wage  surveys  as  the  basis  for  the  wage  rates 
issued.  However,  most  (211  of  366)  of  the  issued  rates  reflected 
adjustments  from  the  basic  data  BLS  reported.  For  another  89  is¬ 
sued  rates,  the  BLS-reported  rates  were  not  used  because  they  were 
lower  than  the  prior  wage  determination  rates  Labor  had  issued. 

Labor,  in  its  wage  determination  manual,  recognized  that 
data  obtained  by  survey  methods  represented  differing  methods  of 
compensation — rate  ranges,  flat  pay,  longevity  steps,  and  entrance 
level  steps,  among  others — and  hat  these  factors  could  contribute 
to  "abnormalities"  in  the  data  reported  and  "inconsistent  results" 
among  the  job  classifications  from  one  time  period  to  another. 

For  these  reasons  the  manual  provided  that,  to  be  "consistent  and 
in  accord  with  sound  wage  and  salary  administration  practices," 
these  survey  "anomalies"  must  be  adjusted.  Another  reason  Labor 
adjusted  the  BLS  data  was  to  attempt  to  give  "due  consideration," 
as  required  by  SCA,  to  the  wages  that  would  be  paid  the  service 
workers  if  they  were  Federal  direct-hire  employees. 

Labor's  guidelines  for  giving  due  consideration  to  Federal 
wages  are  quite  broad  and  vary  in  application  from  one  determina¬ 
tion  to  another.  Labor's  position  is  that  the  degree  of  discretion 
that  will  be  exercised  or  deemed  appropriate  necessarily  depends 
on  the  facts  and  circumstances  surrounding  each  determination. 

While  Labor  believes  that  no  precise  formula  can  be  prescribed 
for  each  situation,  it  considers  such  factors  as  (1)  whether  a 
contract  is  for  a  new  or  first-time  service  that  is  currently  pro¬ 
vided  by  direct-hire  employees  or  one  that  does  not  involve  the 
displacement  of  direct-hires  and  (2)  how  great  a  disparity  exists 
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between  the  wage  rates  that  would  be  applied  under  Federal  pay 
systems  and  those  otherwise  deemed  to  prevail,  based  on  available 
data  sources  in  the  locality. 

Our  analysis  of  the  150  sampled  determinations  disclosed  many 
inconsistencies  in  the  way  Labor  applied  the  due  consideration 
provision.  For  example,  in  some  cases.  Labor  computed  wage  rates 
based  on  the  combined  weighted  average  of  the  BLS  wage  rates  and 
the  Government  rates.  In  others,  Labor  computed  a  percentage  rep¬ 
resenting  the  pay  ratio  between  Government  pay  grades  and  applied 
that  percentage  to  an  already  established  rate  for  another  job 
classification  to  determine  a  rate  to  be  issued. 

Labor's  adjustments  to  its  source  data  generally  had  the 
effect  of  significantly  altering  the  wage  rates  BLS  had  found  to 
prevail  in  the  surveyed  localities.  We  found  that  Labor,  in 
making  its  determinations 

— inconsistently  used  BLS  mean,  median,  and  middle  range 
survey  rates  as  the  basis  to  develop  individual  wage 
determinations; 

— combined  BLS  survey  data  from  widely  separated  localities 
and  issued  one  average  rate  for  statewide  or  multistate 
applications  even  though  rates  for  the  job  classifications 
varied  substantially  between  locations; 

— statistically  commingled  BLS  survey  data  with  wage  rates 
established  for  Federal  wage  board  employees  with  sub¬ 
stantial  variations  in  the  resulting  rates; 

— averaged  rates  for  groups  of  BLS-surveyed  job  classifica¬ 
tions  believed  by  Labor  wage  analysts  to  be  equivalent  to 
classes  of  Federal  workers  and  adjusted  such  rates  to  con¬ 
form  to  Federal  wage  board  rates; 

— maintained  previously  issued  rates  that  exceeded  more  cur¬ 
rent  BLS  survey  rates  or  adjusted  the  prior  rates  by  a 
selected  percentage  to  produce  an  upward  movement  in  wages 
since  the  previous  determination;  and 

— adjusted  or  conformed  BLS  survey  rates  to  reflect  national 
patterns  which  did  not  consider  substantial  differences  in 
wage  relationships  in  individual  communities  throughout  the 
country. 

The  various  types  of  adjustments  to  BLS  survey  data  which 
Labor  used  to  develop  wage  determinations  are  discussed  in  more 
detail  in  appendix  IX. 


INAPPROPRIATE  USE  OF  NONAPPROPRIATED 
FUND  SYSTEM  WAGE  RATES 


Labor's  wage  determination  manual  describes  wage  rates  deter¬ 
mined  under  the  Federal  Nonappropriated  Fund  Wage  System  as  im¬ 
portant  indicators  of  prevailing  rates  and  sometimes  the  sole 
source  of  data,  or  the  "best  information  available,"  for  certain 
service  industry  segments,  such  as  vending,  laundry  and  dry  clean¬ 
ing,  and  tailoring.  The  wage  rates  in  these  schedules  set  the  pay 
for  employees  hired  directly  by  military  exchange  facilities,  some¬ 
times  called  nonappropriated  fund  (NAF)  employees.  The  schedules 
are  developed  in  a  manner  similar  to  those  under  the  Federal  Appro¬ 
priated  Fund  {wage  board)  Wage  System;  however,  in  several  wage 
determinations  in  our  sample,  the  NAF  wage  rates  in  corresponding 
numerical  pay  grades  were  significantly  lower  than  those  determined 
and  paid  employees  hired  under  the  Federal  wage  board  system. 

Using  these  rates  may  be  appropriate  when  the  Federal  con¬ 
tract  services  relate  directly  to  contract  work  that  had  been  or 
would  normally  be  performed  by  NAF  employees.  However,  it  can 
result  in  two  very  different  wage  rates  for  the  same  classifica¬ 
tion  of  workers  when  Labor  also  predetermines  rates  from  BLS  wage 
surveys  in  the  same  locality.  In  our  sample.  Labor  issued  these 
NAF-based  wage  rates  for  Federal  contract  services  that,  if  not 
contracted  out,  would  have  been  performed  by  higher-paid  Federal 
wage  board,  rather  than  NAF,  employees. 

For  example,  in  requesting  a  wage  rate  for  a  "sewing  machine 
operator,"  an  agency  indicated  that,  if  federally  employed,  the 
service  employee  would  be  paid  at  the  Federal  wage  board  grade  5 
rate  of  $5.50  an  hour.  The  agency  based  the  grade  and  rate  on  that 
being  paid  to  employees  working  as  sewing  machine  operators  at  the 
agency  installation.  However,  Labor's  wage  analyst  based  the  rate 
issued,  $3.37  an  hour,  on  a  grade  5  under  the  NAF  schedule — more 
than  $2  an  hour  less  than  the  cited  Federal  wage  board  rate.  The 
contractor  later  paid  the  employee  at  the  wage  rate  stipulated  in 
the  issued  determination. 

In  another  determination.  Labor  issued  NAF  schedule  wage 
rates  of  $5.63  and  $4.96  an  hour,  respectively,  for  "automotive 
mechanic"  and  "mechanic's  helper"  to  be  employed  on  Army  and  Air 
Force  Exchange  Service  contracts.  However,  another  wage  determi¬ 
nation  with  similar  classifications  in  the  same  locality  had  been 
issued  8  months  earlier,  based  on  a  BLS  wage  survey,  with  much 
higher  rates.  This  determination  provided  for  hourly  rates  of 
$7.68  for  automotive  mechanics  and  $5.97  for  helpers — about  $2  and 
$1  higher,  respectively,  than  the  NAF  schedule  rates.  The  higher 
rates  applied  to  these  same  job  classes  on  all  other  Federal  serv¬ 
ice  contracts  in  the  locality. 
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USE  OF  DAVIS -BACON  ACT  WAGE 
RATES  INAPPROPRIATE  FOR 
ESTABLISHING  SCA  RATES 


For  7  of  the  150  sampled  wage  determinations,  which  contained 
almost  10  percent  of  the  job  classifications  and  wage  rates  in  our 
sample,  Labor  based  wage  rates  on  those  developed  for  issuance 
under  the  Davis-Bacon  Act  for  employees  working  on  Federal  or  fed¬ 
erally  assisted  construction  projects.  In  our  opinion,  using 
Davis-Bacon  Act  wage  rates  for  service  contracts  is  generally  not 
appropriate.  1/  While  contracting  agencies  may  request  wage  rates 
for  service  employee  classifications  similar  to  those  of  construc¬ 
tion  workers,  the  service  contract  work  is  not  always  sufficiently 
comparable  to  justify  use  of  the  construction  craft  rates  under 
SCA.  Moreover,  Labor's  SCA  staff  adjusted  the  wage  data  to  arrive 
at  the  SCA  rates  issued,  by  averaging  rates  from  several  localities. 

Davis-Bacon  Act  wage  decisions  apply  to  Federal  agency  con¬ 
tracts  over  $2,000  for  construction,  alteration,  and/or  repair, 
including  painting  and  decorating,  of  a  public  building  or  public 
work.  Labor's  SCA  manual  provides  that  adopting  such  wage  rates 
and  fringe  benefits  for  service  contracts  may  be  considered  appro¬ 
priate  when  the  service  contract  includes  work  of  the  type  ordi¬ 
narily  provided  by  firms  within  the  construction  industry  or  work 
which  typically  and  historically  is  of  a  type  performed  by 
construction- related  employees.  These  criteria  seldom  applied  to 
the  service  contract  work  for  which  Labor  issued  construction  craft 
rates  in  the  wage  determinations  in  our  review.  Following  are  two 
examples  in  which  we  believe  use  of  construction  craft  rates  was 
inappropriate . 

--In  response  to  a  request  for  wage  rates  for  "horse  wranglers'' 
for  a  proposed  agency-sponsored  rodeo,  Labor  issued  wage 
determination  79-771  in  August  1979  with  rates  and  fringe 
benefits  for  " truckdrivers"  and  "laborers."  Labor  adopted 
the  rates  from  Davis-Bacon  Act  statewide  rates  for  highway 
construction  projects  "in  accordance  with  established 


1/In  addition  to  believing  that  Davis-Bacon  Act  wage  rates  are 
generally  inappropriate  for  use  in  establishing  wage  rates  for 
Federal  service  contracts,  we  believe  the  act  should  be  repealed. 
Repeal  is  warranted  because  (1)  there  have  been  significant 
changes  in  the  economy  since  1931  which  we  believe  make  continua¬ 
tion  of  the  act  unnecessary;  (2)  after  over  50  years,  the  Depart¬ 
ment  of  Labor  has  yet  to  develop  an  effective  program  to  issue 
and  maintain  accurate  wage  determinations,  and  it  may  be  imprac¬ 
tical  to  ever  do  so;  and  (3)  the  act  is  inflationary  and  results 
in  unnecessary  construction  and  administrative  costs  of  several 
hundred  million  dollars  annually.  (See  GAO  report  to  the  Con¬ 
gress,  "The  Davis-Bacon  Act  Should  Be  Repealed,"  HRD-79-18, 

Apr.  27,  1979.) 
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policy,"  because  these  classes  "perform  services  at  the  same 
skill  level  and  of  a  similar  nature."  Labor's  wage  analyst 
did  not  explain  which  classification  related  to  the  "horse 
wrangler"  class  to  be  used  on  the  contract. 

— Labor  adopted  Davis-Bacon  Act  rates  for  truckdrivers,  heavy 
equipment  operators,  and  laborers — working  on  highway 
construction  projects — for  use  on  Federal  service  contracts 
for  forestry,  land  management,  and  public  use  area  cleaning 
services.  Labor  issued  determination  74-1201  (Revision  5), 
prepared  in  March  1979,  for  use  in  service  contracts  for 
pumping  out  pits  and  pit  toilets,  controlling  aquatic  plants 
on  a  lake,  eradicating  hardwood  trees  and  planting  pine 
seedlings,  and  mowing  grass. 

Labor's  wage  analysts  did  not  consistently  use  the  wage  data 
adopted  from  Davis-Bacon  Act  wage  decisions.  In  some  cases,  the 
analysts  adjusted  the  data  by  averaging  rates  for  one  or  more 
classifications,  and  for  the  various  localities  or  areas  in  one 
or  more  wage  decisions,  to  determine  the  SCA  rates  to  be  issued. 

RATES  BASED  ON  "UNION  DOMINANCE"  ISSUED 
WITHOUT  SUPPORT  THAT  THEY  PREVAILED 

With  no  evidence  or  only  oral  assurance  from  union  represen¬ 
tatives  that  union  rates  prevailed  in  the  locality,  Labor's  wage 
analysts  issued  wage  rates  and  fringe  benefits  in  eight  determina¬ 
tions  in  our  sample  based  on  collective  bargaining  agreements. 
Labor's  basis  sheets  generally  cited  "union  dominance;"  each  agree¬ 
ment  purportedly  covered  the  majority  of  workers  in  the  cited  job 
classifications  in  the  locality.  Labor's  SCA  staff  did  not  require 
or  obtain  any  other  data  or  documentation  to  support  the  decision. 
In  at  least  two  determinations,  this  resulted  in  the  issuance  of 
wage  rates  substantially  exceeding  those  that  prevailed  in  the 
locality  for  work  of  a  character  similar  to  the  Federal  service 
contract  work. 

Labor's  wage  determination  manual  provides  that  wage  rates 
for  job  classifications  covered  by  union-negotiated  collective 
bargaining  agreements  "may  constitute  the  best  information  avail¬ 
able  for  classes  of  service  employees  in  a  particular  locality 
when  it  can  be  established  that  the  agreement  represents  the  wage 
rates  and  fringe  benefits  being  paid  to  a  majority  of  workers  em¬ 
ployed  in  the  collectively  bargained  classifications."  Such  deter¬ 
minations  must  be  supported  by  evidence  that  the  agreement  covers 
more  than  50  percent  of  the  worker  classes  in  the  locality.  The 
SCA  staff  issues  agreement  rates  when 

(1)  local  union  officials  assert  that  the  agreement  covers 
the  majority  of  workers  in  the  locality  or 


(2)  the  majority  of  workers  with  similar  job  classifications 
under  other  service  contracts  at  a  Federal  installation 
are  covered  by  agreement  rates  issued  under  sections  2(a) 
and  4(c)  of  SCA,  where  the  incumbent  or  predecessor  con¬ 
tractor  has  signed  the  agreement. 

In  neither  case  does  Labor  attempt  to  determine  the  number 
of  workers  in  the  locality  and  those  covered  by  the  agreement. 

In  (1)  above,  the  wage  analysts  generally  base  their  decisions 
to  use  agreement  rates  on  telephone  calls  to  local  union  officials 
who  orally  assure  the  analysts  that  their  agreements  cover  the 
majority  of  workers  in  the  localities  involved.  In  (2)  above, 
the  Labor  staff  base  their  decisions  on  the  number  of  employees 
covered  by  the  agreement  at  the  particular  Federal  installation. 
Labor  does  not  attempt  to  verify  the  union  officials'  statements 
or  assure  that  the  agreement  covers  the  majority  of  employees  in 
the  locality  working  in  the  job  classification.  Further,  while 
the  service  worker  job  classifications  were  similar,  the  types  of 
service  and  actual  work  performed  were  not  always  sufficiently 
comparable  to  warrant  issuance  of  the  union  rates. 

Following  are  two  examples  in  which  we  believe  collective 
bargaining  agreement  rates  were  inappropriate  for  the  Federal 
service  contract  work  to  which  they  were  applied. 

WD68-499  (Rev.  11),  August  20,  1979- 
El  Paso  County,  Colorado 

In  response  to  an  agency  request  for  wage  rates  on  a  contract 
for  carpet  cleaning  services.  Labor  issued  a  determination  with  a 
union-negotiated  collective  bargaining  agreement  wage  rate  for  a 
"carpet  installer"  at  511.18  an  hour  plus  various  fringe  benefits 
rates  totaling  52.00  an  hour.  Labor's  basis  sheet  stated  that  the 
wage  analyst  had  contacted  the  local  union  business  manager  by 
telephone  and  noted: 

"He  asserted  that  the  local  l union]  represents  most 
of  the  workers  employed  on  'floor  covering  services' 
in  El  Paso  County,  Colorado." 

The  analyst  did  not  request  any  data  or  documentation  to  verify 
or  support  the  union  representative's  statement. 


We  reviewed  the  scope  of  the  collective  bargaining  agree¬ 
ment  and  the  work  covered,  and  discussed  the  duties  of  a  carpet 
installer  with  a  union  representative.  The  agreement  covers  all 
types  of  floor  covering  services,  including  cleaning  rugs  and 
carpets  within  Colorado.  However,  the  union  representative  we 
contacted  told  us  that  none  of  the  contractors  that  signed  the 
agreement  performed  rug  or  carpet  cleaning  services — non-union 
contractors  performed  such  services  throughout  the  State. 


We  also  noted  that  a  General  Services  Administration  contract 
for  carpet  cleaning  services  covering  the  same  performance  period 
contained  "conformed"  wage  and  fringe  benefit  rates  for  a  carpet 
cleaner  classification — approved  by  the  employees,  the  contrac¬ 
tor,  and  the  contracting  officer,  as  required  in  Labor's  SCA 
regulations — totaling  $3.50  an  hour. 

WD74-180  (Rev. _ 7),  August  14,  1979  — 

Patrick  Air  Force  Base  in 
Brevard  County,  Florida 

Labor  issued  this  determination  with  wage  rates  for  such 
maintenance  worker  classifications  as  electricians,  carpenters, 
painters,  and  plumbers,  to  be  employed  under  a  Federal  service 
contract  to  maintain  family  housing  units.  Labor's  wage  analyst 
adopted  the  wage  rates  for  similar  classes  of  workers,  as  stipu¬ 
lated  in  a  collective  bargaining  agreement  between  Pan  American 
Airways,  Inc.,  and  the  Transport  Workers  Union  representing 
mechanics  and  ground  service  employees  at  the  Air  Force  Eastern 
Test  Range  at  Patrick  Air  Force  Base. 

The  wage  analyst  adopted  the  agreement  rates  because  the  union 
represented  the  majority  of  the  maintenance  classes  of  employees 
at  Patrick  Air  Force  Base.  In  a  prior  determination,  the  analyst 
had  also  cited  a  BLS  survey  of  the  nearby  Kennedy  Space  Center 
complex  in  Brevard  County  to  support  the  position  that  the  union 
rates  prevailed  at  the  base. 

In  our  opinion  the  maintenance  work  involved  in  supporting 
the  Nation’s  space  program  and  launch  facilities  is  very  different 
from  that  involved  in  maintaining  residential  family  housing  units. 
The  qualifications  and  job  skill  levels  are  sufficiently  different 
to  justify  different  wage  rates.  However,  Labor's  SCA  staff  made 
no  attempt  to  determine  the  prevailing  rates  for  housing  maintenance 
workers  on  private  projects  within  Brevard  County.  Our  survey  in 
the  county  showed  that  locally  prevailing  rates  were  significantly 
lower  than  those  Labor  issued.  (See  GAO  wage  survey  No.  1  in 
app.  X. ) 

AGENCY  OFFICIALS  CITED  JOB 
CLASSIFICATION  DEFICIENCIES 
IN  LABOR'S  WAGE  DETERMINATIONS 

At  the  many  Federal  installations  we  visited,  a  major  com¬ 
plaint  of  agency  officials  who  implement  SCA  in  the  Government's 
procurement  of  services  was  that  job  classification  information 
received  from  Labor  was  deficient.  Wage  classifications  in 
Labor's  issued  determinations  were  described  as  being  difficult 
to  match  with  those  for  which  wage  rates  were  requested,  incom¬ 
plete,  inaccurate  or  inappropriate,  confusing,  inconsistent,  and 
excessive.  Seventy-six  of  the  255  officials  we  interviewed  cited 
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problems  with  30b  classifications.  These  officials  were  involved 
with  51  of  the  150  sampled  wage  determinations  included  in  our 
review. 

The  problem  most  frequently  mentioned  was  Labor' s  failure  to 
provide  wage  rates  for  all  job  classifications.  Examples  of  such 
determinations  follow. 

— An  official  of  the  Army  Corps  of  Engineers  in  New  Orleans, 
Louisiana,  told  us  that  job  classification  difficulties 
were  her  biggest  problem.  She  stated  that  Labor  issued 
wage  determinations  that  did  not  cover  all  jobs  requested. 

As  a  result,  she  did  not  know  what  contract  wage  rates  to 
require  for  service  employees  in  jobs  not  covered  by  the 
determination.  In  such  cases  she  generally  accepted  the 
rates  normally  paid  by  the  contractor  as  being  the  prevail¬ 
ing  wages.  In  the  absence  of  an  issued  wage  rate,  she 
lacked  a  basis  for  judging  whether  the  service  workers  on 
the  awarded  contract  were  being  paid  the  prevailing  wage. 

--An  official  of  the  Lower  Mississippi  Valley  Army  Corps  of 
Engineer  Division  in  Vicksburg,  Mississippi,  provided  us 
the  following  examples  for  the  Memphis,  Tennessee,  District: 

a.  One  SF-98  requested  wage  rates  for  11  job  classes,  but 
Labor  provided  a  rate  for  only  1. 

b.  Another  wage  determination  request,  intended  to  cover 
44  service  employees,  also  listed  12  job  classes,  but 
Labor  provided  wage  rates  for  only  5. 

c.  Another  SF-98  requested  wage  rates  for  13  job  classes, 
involving  17  employees,  but  Labor  furnished  rates  for 
only  5  classes. 

d.  A  fourth  SF-98  listed  6  job  classes  covering  11  em¬ 
ployees,  while  Labor's  determination  provided  rates 
for  only  3  classes. 

e.  A  fifth  SF-98  listed  12  job  classes  covering  22  service 
employees;  however,  the  determination  listed  wage  rates 
for  24  classes.  Of  these  24,  only  2  were  identical  to 
the  classes  on  the  submitted  SF-98. 

— An  Army  official  at  Fort  Lee,  Virginia,  stated  that  Labor 
often  does  not  provide  determinations  with  sufficient  wage 
classifications.  She  added  that  Labor's  listed  classifica¬ 
tions  are  usually  confusing  and  too  generally  defined  to  be 
used  in  proposed  contracts.  For  example,  for  a  proposed 
contract  for  computer  operators,  Labor  provided  a  determina¬ 
tion  with  wage  rates  for  three  classes  of  computer  operators 
but  with  an  inadequate  explanation  of  the  differences  in 
duties  of  the  various  job  classifications. 


ESTABLISHING  FRINGE  BENEFITS 


Labor  does  not  have  adequate  data  on  prevailing  fringe  bene¬ 
fits  in  locations  where  service  contract  work  is  performed,  and 
we  believe  that  it  is  not  practical  and  would  be  very  costly  for 
Labor  to  develop  accurate  fringe  benefit  cost  rates  that  prevail 
in  the  locality.  Moreover,  BLS  has  stopped  collecting  the  nation¬ 
wide  fringe  benefit  cost  data  that  were  primarily  used  by  Labor 
in  setting  its  health  and  welfare  benefit  rates,  and  court  deci¬ 
sions  on  Labor's  use  of  nationwide  rates  have  brought  into  ques¬ 
tion  the  appropriateness  of  using  such  rates. 

The  fringe  benefit  rates  Labor  issues  in  its  service  wage 
determinations  are  based  on  various  data  sources,  similar  to  those 
used  to  establish  wage  rates.  However,  the  two  most  prevalent 
sources  used  are  collective  bargaining  agreements  and  published 
BLS  surveys. 

Labor  issues  collectively  bargained  fringe  benefits  in  its 
service  wage  determinations  when  (1)  a  predecessor  service  con¬ 
tractor  has  a  collective  bargaining  agreement  covering  its  service 
employees  working  on  a  Federal  service  contract  and  the  agreement 
was  entered  into  by  arm's-length  negotiations  or  (2)  Labor  deter¬ 
mines  that  "union  dominance"  exists  because  the  majority  of  service 
workers  in  a  locality  in  a  particular  job  classification  are  pur¬ 
ported  to  be  covered  by  a  collective  bargaining  agreement. 

Typical  fringe  benefits  cited  in  such  agreements  include 
health  and  welfare  benefits,  paid  vacations  and  holidays,  paid 
sick  leave,  pension  or  retirement  plans  and/or  contributions, 
union  apprenticeship  and/or  education  and  training  fund  contribu¬ 
tions,  and  paid  bereavement  leave. 

Labor's  primary  data  sources  for  determining  prevailing 
fringe  benefits  have  been  various  BLS  metropolitan  area  and 
nationwide  surveys.  Along  with  the  wage  data  collected  annually 
in  these  area  wage  surveys,  noncost  data  on  fringe  benefits — su^h 
as  the  number  of  paid  vacation  days  and  holidays  and  the  types 
of  health  and  welfare  benefits — received  by  surveyed  plant  and 
office  workers  are  collected  every  3  years.  Although  these  sur¬ 
veys  do  not  provide  data  on  employers'  fringe  benefit  costs,  they 
do  attempt  to  measure  the  "prevalence"  of  specific  benefits  among 
surveyed  employers  in  the  locality. 

The  BLS  survey  most  used  by  Labor  as  a  basis  for  determining 
employer  fringe  benefit  costs  and/or  benefit  contribution  rates  in 
service  wage  determinations  has  been  the  "Employee  Compensation  in 
the  Private  Nonfarm  Economy"  survey.  This  biennial  nationwide  and 
industrywide  survey  provided  average  employer  expenditure  or  contri¬ 
bution  data  for  establishments  in  the  private  nonfarm  sector  in  all 
50  States  and  the  District  of  Columbia.  The  survey  covered  firms 
of  varying  sizes,  including  those  with  as  few  as  four  employees. 
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Although  the  survey  had  no  breakdown  of  data  by  metropolitan  area, 
Labor's  SCA  staff  recognized  it  as  "the  major  work  in  measuring 
actual  expenditure  amounts  for  various  types  of  fringe  benefits." 
The  survey  included  employers'  costs  for  fringe  benefits.  BLS ' 
most  recent  data  in  this  survey  series  were  collected  for  1977  and 
published  in  1979.  Labor  used  these  data  in  March  1980  to  set  a 
nationwide  $.32  per  hour  health  and  welfare  benefit  rate. 

Labor  originally  chose  the  BLS  Private  Nonfarm  Economy  survey 
because  there  was  no  other  reliable  and  easily  accessible  Federal 
or  non-Federal  source  for  nationwide  health  and  welfare  benefit 
cost  data.  However,  due  to  budget  cuts  and  limited  resources, 
among  other  reasons,  BLS  has  discontinued  this  survey.  Without 
these  data,  Labor  has  no  data  base  on  which  it  can  rely  for  future 
revisions  of  its  current  health  and  welfare  benefit  rates. 

Nationwide  fringe  benefit  rates 
applied  to  many  service  contracts 

When  locality  data  are  not  available,  Labor  will  often  issue 
the  latest  available  national  averages  for  paid  vacation  days  and 
holidays,  as  reported  in  published  summaries  of  BLS  annual  area 
wage  surveys,  as  the  minimums  to  be  provided  the  covered  service 
workers.  The  national  averages  Labor  currently  uses,  which  were 
adopted  on  January  7,  1980,  include  9  paid  holidays  annually, 

1  week's  annual  paid  vacation  after  1  year's  service  with  a  con¬ 
tractor  or  successor,  and  2  weeks'  annual  paid  vacation  after 

2  years'  service. 

Labor  also  assumes  that  some  health  and  welfare  benefits 
prevail  for  most  classes  of  employees  on  service  contracts. 

Labor's  basis  for  this  position  is  1966-67  BLS  data  1/  which 
indicated  that  the  vast  majority  of  non-office  employees  in  the 
United  States  were  employed  in  firms  that  provided  some  combina¬ 
tion  of  life,  accident,  and  health  insurance.  The  actual  health 
and  welfare  rate  Labor  issues  is  based  on  1977  data  taken  from 
the  line  item,  "Employer  expenditures  for  life,  accident,  and 
health  insurance — dollar  per  work  hour,"  as  reported  in  BLS'  most 
recent,  but  now  discontinued,  nationwide  Private  Nonfarm  Economy 
survey.  The  current  rate  of  $.32  per  hour  has  been  in  effect 
only  since  March  20,  1980,  but  it  is  based  on  5-year-old  data. 

Labor  makes  seven  general  exceptions  to  its  use  of  the 
$.32  nationwide  health  and  welfare  benefit  rate,  including  con¬ 
tracts  for  laundry  and  drycleaning  services  and  for  major  support 
services  which  may  involve  large  contract  dollar  values,  large 
numbers  of  employees,  and  nationally  recognized  contractors. 


1/BLS  Bulletin  No.  1530-87,  "Wages  and  Related  Benefits:  Metro¬ 
politan  Areas,  United  States  and  Regional  Summaries,  1966-67, 
Part  II,"  and  various  BLS  area  wage  surveys. 


Variations  from  the  nationwide  rate  for  the  seven  general  excep¬ 
tions  are  substantial.  For  example,  the  rate  for  laundry  and  dry- 
cleaning  services  is  only  $.09  per  hour,  but  the  rate  for  major 
support  services  is  $1.08  per  hour.  The  exceptions  to  Labor's  use 
of  the  nationwide  rate  and  examples  of  their  applications  are  dis¬ 
cussed  more  fully  in  appendix  XII. 

Appropriateness  of  using  nationwide 
fringe  benefits  is  questionable 

Labor  relies  heavily  on  nationwide  data  and  often  issues 
nationwide  average  fringe  benefit  rates  in  its  general  wage 
determinations.  However,  SCA  does  not  specifically  authorize 
such  use  of  national  averages.  In  the  absence  of  such  specific 
authority,  the  appropriateness  of  Labor's  issuance  of  national 
average  fringe  benefits  is  questionable. 

In  April  1980,  the  U.S.  Court  of  Appeals  for  the  Fourth 
Circuit  ruled  that  the  Government  cannot  generally  use  a  nation¬ 
wide  wage  determination  in  procurements  subject  to  SCA,  except 
perhaps  in  a  "rare  and  unforeseen  service  contract."  1/  We  be¬ 
lieve  the  principles  the  court  applied  in  that  case  may  also 
apply  to  Labor's  nationwide  fringe  benefit  rate  determinations. 

SCA  requires  that  Labor's  fringe  benefit  determinations  be 
based  on  those  prevailing  "in  the  locality."  No  distinction  is 
made  in  the  act  in  applying  the  "prevailing  in  the  locality" 
concept  to  either  wages  or  fringe  benefits.  It  has  the  same 
meaning  and  intent  in  both  situations.  Thus,  we  believe  Labor's 
general  application  of  nationwide  average  fringe  benefit  rates 
(whether  for  health  and  welfare,  paid  vacations,  or  paid  holidays) 
in  determinations  intended  to  be  applied  to  a  specified  locality, 
is  inconsistent  with  the  intent  of  the  act  and,  therefore,  in¬ 
appropriate  . 

CONCLUSIONS 


On  the  basis  of  our  review  and  analyses,  we  believe  that 
Labor's  available  data  sources,  either  individually  or  collec¬ 
tively,  are  not  sufficient  to  develop  and  issue  determinations 
for  service  employees  on  Federal  service  contacts  that  accurately 
reflect  the  wages  and  fringe  benefits  prevailing  in  the  locality. 

We  also  believe  that  Labor  cannot  administer  SCA  efficiently 
and  ensure  that  accurate  and  equitable  wage  and  fringe  benefit 
determinations  are  made  for  the  hundreds  of  thousands  of  service 
workers,  in  a  myriad  of  job  classifications,  employed  under  the 
tens  of  thousands  of  Federal  service  contracts  awarded  annually 
by  the  Government  (see  p.  59).  To  do  so,  in  our  opinion,  would 


1,/See  detailed  discussion  of  this  ruling  on  pages  13  and  14. 
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require  an  army  <_>f  wage  analysts  and  wage  survey  specialists 
performing  special  wage  surveys  for  every  Federal  service 
contract  to  be  awarded.  As  discussed  in  chapter  4,  such  an 
effort  would  be  very  costly  and  impractical. 


CHAPTER  4 


LABOR  [S  _S  C  A  .DETERMINATIONS  _D0  _NOT 
ACCURATELY  .ESTABLISH .PREVAIL ING 
WAGE  .RATES  _AND _PRINGE_BEN EF I TS 

Our  surveys  of  25  SCA  determinations  showed  that  Labor  usually 
issued  determinations  with  wage  rates  and  fringe  benefits  higher 
than  those  we  found  prevailing  in  the  localities  where  the  service 
contract  work  was  performed.  We  cannot  statistically  project  our 
sample  results  to  Labor's  universe  of  issued  determinations  because 
of  the  limited  numbers  of  wage  determinations  in  our  sample  and  the 
sampling  methodologies  used.  However,  care  was  taken  to  assure  the 
randomness  of  our  samples  of  30  determinations  in  each  of  five  geo¬ 
graphic  areas.  The  subsamples  of  five  determinations  in  each  of 
the  areas  were  selected  from  them.  Accordingly,  we  believe  that 
our  sample  results  are  indicative  of  Labor's  wage  determinations. 
Thus,  Labor's  inflated  wage  determination  rates  could  be  adding 
hundreds  of  millions  of  dollars  annually  to  Federal  service  contract 
costs . 

Labor  also  issued  some  wage  rates  and  fringe  benefits  that 
were  lower  than  those  we  found  prevailing.  Only  a  few  of  Labor's 
issued  wage  rates  and  fringe  benefits  matched  those  we  found  to 
prevail  for  the  localities  surveyed. 

Labor's  wage  determinations  we  reviewed  resulted  in  the  fol¬ 
lowing  : 

— Wage  rates  substantially  higher  than  those  we  found  pre¬ 
vailing  in  the  surveyed  localities  increased  Federal  serv¬ 
ice  contract  costs.  For  14  of  19  service  contracts  for 
which  direct  labor  hour  data  were  available,  total  con¬ 
tract  costs  were  about  $459,000  to  $527,000  (9.9  to  11.6 
percent)  higher  than  they  might  have  been  if  the  prevail¬ 
ing  rates  we  found  had  been  used. 

--Some  wage  rates  were  from  1  to  36  percent  lower  than  those 
we  found  prevailing.  In  some  of  these  cases,  the  contrac¬ 
tors  paid  rates  higher  than  those  Labor  issued.  In  other 
instances,  the  contractors  paid  the  issued  wage  rates. 

Our  surveys  also  showed  that  Labor's  fringe  benefit  deter¬ 
minations  generally  did  not  reflect  benefits  prevailing  for 
service  workers  in  the  localities  where  the  contract  work  was 
performed.  In  summary: 

— In  15  of  the  25  surveyed  localities,  the  fringe  benefits 
Labor  required  service  contractors  to  provide  to  their 
service  workers  on  Federal  contracts  were  significantly 
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higher  than  those  we  found  preva il ing-- in  1  of  the  15 
localities,  no  fringe  benefits  prevailed. 

-In  4  of  the  surveyed  localities.  Labor's  fringe  benefit 
determinations  were  significantly  lower  than  those  we 
found  prevailing. 

-The  prevailing  fringe  benefits  were  judged  to  be  somewhat 
lower  in  1  locality  and  somewhat  higher  m  2  localities 
than  Labor's  fringe  benefit  determinations. 

-In  the  other  3  localities.  Labor's  issued  fringe  benefits 
were  about  the  same  as  those  we  found  prevailing  for 
service  workers. 


INACCURATE  WAGE  RATES  ESTABLISHED 


Labor's  issued  wage  rates  generally  did  not  accurately  reflect 
the  rates  prevailing  in  the  localities  we  surveyed.  Our  wage  sur¬ 
veys  of  66  service  job  classifications  involved  25  issued  SCA  wage 
determinations  for  42  service  contracts.  From  the  data  available, 
we  were  able  to  compute  mean  rates  for  each  of  the  66  job  clas¬ 
sifications,  identify  median  rates  for  65,  and  identify  majority 
rates  for  17.  The  majority  rate  in  each  of  the  17  job  classifica¬ 
tions  was  the  same  rate  as  the  one  we  identified  as  the  median  rate. 
We  found  that  Labor  issued  wage  rates  that  were  0.3  to  103.8  percent 
higher  than  the  prevailing  wage  rates  we  identified  for  comparable 
job  classifications.  Labor  also  issued  wage  rates  that  were  1  to 
36  percent  lower  than  the  prevailing  rates  we  identified. 

For  19  of  the  42  service  contracts,  sufficient  direct  labor 
hour  data  were  available  to  allow  us  to  compare  our  mean  and  median 
rates  with  Labor's  issued  rates  for  the  job  classifications  in  the 
individual  contracts.  The  higher  wage  rates  Labor  issued  for  14 
of  the  19  contracts  resulted  in  costs  that  were  from  $459,000  to 
$527,000  higher  than  the  costs  that  might  have  been  incurred  if  the 
wage  rates  we  identified  as  prevailing  had  been  used. 

Because  of  the  inherent  ambiguities  involved  in  developing 
prevailing  wage  rates,  the  rates  we  identified  as  prevailing  are 
subject  to  some  of  the  same  uncertainties  as  Labor's  rates.  How¬ 
ever,  we  believe  our  rates  are  more  representative  of  the  pre¬ 
vailing  wages  in  the  localities  where  the  contracts'  work  was  per¬ 
formed  because  we  performed  specific  wage  surveys  of  the  contracts’ 
individual  job  classifications  in  those  localities.  Accordingly, 
we  also  believe  that  the  estimated  cost  differences  we  identified 
above  for  the  14  contracts  are  indicative  of  the  inflated  costs 
that  the  Government  may  be  incurring  generally  as  a  result  of 
Labor's  SCA  wage  determinations.  (See  the  table  on  the  next  page 
for  a  breakdown  of  our  cost  estimates  by  individual  contract.) 
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1  74- 180 (R-7  ) 

2  74-945 (R-3  ) 

5  76-176  (R-2 ) 

6  76-382  (R-4) 

9  74-1242  (R-7) 

10  76-379  (R-3) 

11  78-1 15  1  (R- 1) 

17  76- 132  (R-5  ) 

21  73-30  l(R-6) 

22  76- 1261  (R-3) 

23  73- 1393  (R-4) 

24  68-525  (R- 12) 


Brevard  County,  FL 
(Patrick  APB) 

Okaloosa  and  Walton 
Counties,  FL 
(Eglin  AFB) 

Anderson  County,  TN 
(Department  of 
Energy  facilities) 

Bexar  County,  TX 
(Brooks  AFB) 

Kingsville,  TX 
(Kingsville  NAS) 

Tom  Green  County, 

TX  (Goodfellow 
AFB) 

El  Paso  County,  CO 
(Peterson  AFB) 

Riverside  and  San 
Bernardino  Counties, 
CA  (March  AFB  and 
George  AFB) 

Prince  George  County, 
VA  (Fort  Lee) 

Prince  Georges  County, 
MD  (Andrews  AFB) 

Hampton  Roads ,  VA 
(Norfolk  NSC ) 

Durham,  Orange,  and 
Wake  Counties,  NC 
(Research  Triangle 
Park) 


Total 

a/Three  contracts  were  involved . 


or  actual) 

Mean 

Mean 

Media 

$  486, 153 

$  46,  884 

$  51,215 

10.  7 

11.8 

342, 141 

50, 264 

54,  410 

17. 2 

18.  9 

109, 728 

9,  808 

20, 556 

9.  8 

23.1 

452,  988 

54,  036 

63, 550 

13.  5 

16.  3 

230,  910 

25,  605 

27,  627 

12.  5 

13. 6 

625,  915 

86,  310 

82,  846 

16.0 

15. 3 

266,  004 

35. 285 

41,701 

15.  3 

18.6 

a/439,  628 

15,  541 

14,  084 

3.  7 

3.  3 

347, 984 

20,  303 

20, 494 

6.  2 

6.3 

785, 479 

55, 692 

77,  607 

7.6 

11.0 

570, 048 

7,  688 

7,  500 

1.4 

1.3 

429,924 

51,539 

65,544 

13. 6 

18.0 

$5,086,902 

$458,955 

$527 , 134 

9.9 

11.6 

_ median  rates 

with  Labor's  issued  wage  rates 

Our  surveys  showed  that  Labor's  issued  wage  rates  were  higher 
for  44  of  65  job  classifications  for  which  a  median  wage  rate 
could  be  identified.  1/  The  dollar  differences  between  Labor's 
issued  wage  rates  and  our  identified  survey  median  rates  ranged 
from  $.18  to  $3.17  an  hour  higher  and  averaged  $1.30  an  hour 
higher.  The  percentage  differences  among  these  44  rates  ranged 
from  2.5  to  103.8  percent  higher  and  averaged  31.5  percent  higher. 
Thus,  when  compared  to  the  median  wage  rates  developed  from  our 
wage  surveys.  Labor' s  higher  wage  rates  may  have  increased  Federal 
service  contract  labor  costs,  on  the  average,  by  over  31  percent. 

Our  surveys  also  showed  that  Labor  issued  wage  rates  lower 
than  our  identified  median  rates  for  12  of  65  job  classifications 
for  which  median  rates  could  be  identified.  The  dollar  differ¬ 
ences  between  Labor's  issued  wage  rates  and  our  survey  median 
rates  ranged  from  $.14  to  $1.61  an  hour  lower  and  averaged  $.70 
an  hour  lower.  The  percentage  differences  among  these  12  rates 
ranged  from  3 . 2  to  30.2  percent  lower  and  averaged  12.2  percent 
lower.  For  the  other  nine  job  classifications,  the  rates  Labor 
issued  and  those  we  found  prevailing  were  the  same. 

Two  examples  in  which  Labor' s  issued  wage  rates  varied  sub¬ 
stantially  from  the  median  rates  identified  in  our  surveys  follow. 

--Wage  determination  76-176,  Revision  2,  was  issued  in  May  1979 
for  janitorial  services  at  the  Department  of  Energy's  Oak 
Ridge  facility  in  Anderson  County,  Tennessee.  It  established 
a  wage  rate  for  the  "janitor"  classification  at  $4.50  an  hour 
effective  July  1,  1979.  This  was  $1.47  an  hour  higher  than 
our  identified  survey  median  rate  of  $3.03  and  $1.60  an  hour 
higher  than  the  existing  FLSA  minimum  wage  of  $2.90  an  hour. 
Likewise,  Labor's  issued  rate  of  $4.75  an  hour,  also  effec¬ 
tive  July  1,  1979,  for  the  "group  leader"  job  classification 
was  $1.50  higher  than  our  identified  survey  median  rate  of 
$3.25.  Based  on  these  median  rates,  Labor's  wage  deter¬ 
mination  rates  may  have  increased  contract  costs  for  jani¬ 
torial  services  at  the  Oak  Ridge  facility  by  $20, 556,  or 
23.1  percent. 

Our  survey  of  the  janitor  classification  included  1,359 
service  workers  employed  in  Anderson,  Blount,  and  Knox 


l./For  one  additional  classification,  we  were  unable  to  identify 
a  specific  median  rate  because  some  of  the  surveyed  employers 
provided  us  only  with  average  wage  rate  data  for  their 
service  employees. 


Counties,  Tennessee,  and  covered  a  broad  range  of  enter¬ 
prises  employing  janitors,  including  janitorial  contractors 
and  non- janitorial  concerns.  When  wage  data  for  only 
janitorial  contractors  were  considered,  our  survey  results 
indicated  that  the  janitor  classification  was  a  predomin¬ 
antly  FLS A  minimum  wage  occupation  in  the  area.  Labor's 
basis  for  its  rates  was  a  collective  bargaining  agreement 
between  the  incumbent  contractor  and  Local  150-T  of  the 
Service  Employees  International  Union,  pursuant  to  section 
4(c)  of  SCA .  (For  more  details,  see  GAO  wage  survey  no.  5 
in  app.  X. ) 

— Wage  determination  74-983,  Revision  4,  was  issued  in 
August  1979  for  refuse  collection  services  at  Vandenburg 
Air  Force  Base  in  Santa  Barbara  County,  California.  It 
established  an  hourly  wage  rate  for  a  "laborer"  at  $3.72. 
This  rate  was  $1.61  (30.2  percent)  lower  than  our  iden¬ 
tified  survey  median  rate  of  $5.33  an  hour.  The  service 
contractor  paid  the  wage  rate  Labor  issued. 

We  surveyed  7  employers,  employing  48  laborers  (refuse 
collectors)  in  Santa  Barbara  County.  All  but  one  (98  per¬ 
cent)  of  these  workers  received  an  hourly  wage  rate  higher 
than  Labor's  wage  determination  rate.  Labor's  basis  for 
the  wage  rate  issued  was  BLS  data  for  a  "janitor,  porter, 
cleaner"  job  classification.  (For  more  details,  see  GAO 
wage  survey  no.  16  in  app.  X.) 

Comparison  of  our  survey  mean  rates 
with  Labor's  issued  wage  rates 

Our  surveys  showed  that,  for  50  of  the  66  job  classifications 
we  surveyed.  Labor's  issued  wage  rates  were  higher  than  our  com¬ 
puted  mean  wage  rates.  The  dollar  differences  between  Labor's 
issued  wage  rates  and  our  comparable  mean  rates  ranged  from  $.02 
to  $3.11  an  hour  higher  and  averaged  $1.08  an  hour  higher.  The 
percentage  differences  among  these  50  rates  ranged  from  0.3  to  92.5 
percent  higher  and  averaged  24.5  percent  higher.  Thus,  when  com¬ 
pared  to  the  mean  wage  rates  developed  from  our  wage  surveys. 
Labor's  wage  determination  rates  exceeded  the  prevailing  wage  rates 
for  50  job  classifications  and  may  have  increased  service  contract 
direct  labor  costs,  on  the  average,  by  over  24  percent. 

Our  surveys  showed  that  Labor  issued  wage  rates  lower  than 
our  computed  mean  rates  for  16  of  the  66  job  classifications  sur¬ 
veyed.  The  dollar  differences  between  Labor's  issued  wage  rates 
and  our  comparable  mean  rates  ranged  from  $.03  an  hour  to  as  much 
as  $2.09  an  hour  lower  and  averaged  $.45  an  hour  lower.  The  per¬ 
centage  differences  among  these  16  rates  ranged  from  1  to  36  per¬ 
cent  lower  and  averaged  8.5  percent  lower. 
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Following  are  two  examples  of  job  classifications  for  which 
Labor' s  issued  rates  varied  substantially  from  the  mean  rates  in 
the  localities  we  surveyed. 

— Wage  determination  76-945,  Revision  3,  was  issued  in 
April  1979  for  bus  transportation  services  at  Eglin  Air 
Force  Base,  Okaloosa  and  Walton  Counties,  Florida.  It 
established  an  hourly  rate  for  a  "bus  driver"  classifica¬ 
tion  at  $6.85.  This  was  $1.94  an  hour  higher  than  our 
computed  mean  rate  of  $4.91  and  $3.95  an  hour  higher  than 
the  existing  FLSA  minimum  wage  of  $2. 90.  When  compared 
to  our  mean  survey  rate,  Labor's  wage  rate  may  have  in¬ 
creased  total  contract  costs  by  $50,264,  or  17.2  percent. 

The  contractor  paid  the  rate  Labor  issued. 

We  surveyed  105  bus  drivers  in  Panama  City  and  Pensacola, 
Florida,  and  Mobile,  Alabama.  We  expanded  our  survey  area 
beyond  the  two  Florida  counties  of  actual  contract  per¬ 
formance  to  obtain  additional  wage  data  and  thus  covered 
the  same  geographic  area  covered  by  the  applicable  BLS  wage 
survey.  The  vast  majority,  93  of  the  105  bus  drivers  in 
our  survey  area,  were  members  of  the  Amalgamated  Transit 
Union.  The  highest  hourly  rate  any  bus  driver  in  our  sur¬ 
vey  received  was  $5.55.  This  was  $1.30  an  hour  less  than 
Labor's  wage  determination  rate  of  $6.85. 

Our  analysis  of  Labor' s  basis  for  its  wage  determination 
showed  that  Labor  derived  its  "bus  driver"  rate  by  applying 
a  percentage  (85  percent)  to  the  wage  rate  it  established 
for  an  "auto  mechanic"  job  classification  in  the  same  de¬ 
termination.  This  percentage  was  derived  by  comparing  Fed¬ 
eral  wage  board  schedule  rates  and  grades  that  Labor  be¬ 
lieved  would  have  applied  to  these  job  classifications  if 
the  employees  in  those  classes  were  Federal  direct-hires. 
However,  Labor  established  the  auto  mechanic  rate  at  $8.06 
an  hour,  instead  of  the  BLS  survey  mean  rate  of  $6.22  an 
hour  for  this  job  classification.  If  the  bus  driver  rate 
had  been  computed  as  85  percent  of  the  BLS  survey  rate  of 
$6.22  for  auto  mechanics.  Labor  would  have  issued  an  hourly 
rate  of  $5.29,  which  would  still  have  been  high,  but  more 
in  line  with  our  survey  results.  (For  further  details,  see 
GAO  wage  survey  no.  2  in  app.  X.) 

— Wage  determination  number  76-55,  Revision  5,  was  issued  in 
June  1979  for  refuse  collection  and  disposal  services  at 
the  Naval  Air  Station,  Dallas,  Texas.  It  established  hourly 
wage  rates  for  the  "truck  driver"  and  "laborer,  refuse  col¬ 
lection"  classifications  at  $4.89  and  $3.42,  respectively. 
These  rates  were  $1.01  (17.1  percent)  and  $.62  (15.3  percent) 
lower,  respectively,  than  our  computed  survey  mean  rates 
of  $5.90  and  $4.04  an  hour  for  the  truckdriver  and  laborer 
classifications . 
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We  surveyed  362  truck  drivers  and  362  laborers  involved  in 
refuse  collection  and  disposal  services  in  the  Dallas-Fort 
Worth  area.  We  found  that  88  percent  of  the  truck  drivers 
and  97  percent  of  the  laborers  surveyed  received  hourly  wage 
rates  higher  than  Labor's  wage  determination  rates.  Labor's 
bases  for  its  issued  wage  rates  were  two  previously  issued 
wage  determinations.  In  arriving  at  the  wage  rates  for 
those  determinations,  Labor  had  commingled  BLS  wage  survey 
mean  rates  with  the  rates  paid  direct-hire  Federal  wage 
board  employees  in  the  locality.  The  contractor  paid  its 
only  employee  on  this  contract,  a  driver/collector,  at 
higher  wage  rates  than  those  Labor  issued.  (For  more  de¬ 
tails,  see  GAO  wage  survey  no.  S  in  app.  X.) 


In  many  instances.  Labor' s  SCA  wage  determinations  established 
new  wage  scales  which  did  not  reflect  those  prevailing  in  the  lo¬ 
cality  of  contract  performance.  For  19  of  the  66  job  classifica¬ 
tions  we  surveyed.  Labor  issued  wage  rates  that  fell  outside  the 
entire  ranges  of  rates  paid  any  employees  we  surveyed.  For  18  of 
the  job  classifications.  Labor's  issued  wage  rates  were  3.5  to 
35.6  percent--an  average  of  16.4  percent--higher  than  the  highest 
rates  identified  in  our  wage  surveys. 

Our  examination  of  Labor's  supporting  docket  files  disclosed 
that,  for  4  of  the  13  job  classifications,  Labor's  previous  wage 
determination  rates  also  exceeded  the  highest  rates  identified  in 
our  independent  wage  surveys.  Our  examination  indicated  that,  once 
Labor  determined  and  set  a  wage  rate  at  a  particular  level,  it 
generally  adjusted  the  rate  upward  in  later  revised  issuances  even 
when  survey  or  other  wage  data  indicated  that  the  prevailing  rates 
for  the  specified  job  classifications  had  decreased  or  remained 
unchanged  during  the  interim  period. 

Labor  also  issued  a  wage  rate  of  $2.90  for  one  job  clas¬ 
sification,  a  "housekeeper,"  that  was  lower  than  the  lowest  wage 
rate — $2.95 — identified  in  our  wage  survey  for  that  job  class 
(see  GAO  wage  survey  no.  25  in  app.  X).  Although  Labor's  wage 
rate,  which  reflected  the  FLSA  minimum  wage,  did  not  differ  greatly 
from  our  lowest  survey  rate,  it  was  16.9  to  17.6  percent  below  that 
generally  prevailing  in  the  locality  for  this  job  classification. 

INACCURATE  FRINGE  BENEFITS  ESTABLISHED 


Our  surveys  of  fringe  benefits  received  by  service  workers 
in  25  selected  localities  showed  that,  in  19  of  the  25  localities. 
Labor  issued  fringe  benefit  rates  that  were  significantly  higher 
or  lower  than  those  prevailing  in  the  localities  to  which  its  de¬ 
terminations  were  applied.  In  only  3  of  the  25  surveyed  locali¬ 
ties  did  we  find  the  prevailing  fringe  benefits  to  be  about  the 
same  as  those  Labor  issued. 
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Labor' s  issuance  of  higher  than  prevailing  fringe  benefit 
rates  in  its  SCA  wage  determinations  may  have  increased  the  fringe 
benefit  costs  of  contractors  awarded  the  Federal  service  contracts 
covered  by  those  determinations.  The  contractors  would  have 
passed  such  cost  increases  on  to  the  Government  in  their  contract 
prices,  thus  increasing  the  Government's  costs  of  procuring 
needed  services. 

The  results  of  our  fringe  benefit  level  comparisons  for  each 
of  the  25  wage  determinations  selected  for  independent  surveys  in 
the  localities  of  contract  performance  are  summarized  in  ap¬ 
pendix  XI.  The  following  examples  illustrate  the  differences  we 
noted  between  the  fringe  benefits  Labor  stipulated  in  its  de¬ 
terminations  and  those  we  found  to  prevail  and,  where  possible, 
the  potential  cost  impact  of  those  differences. 

--Wage  determination  76-382,  Revision  4,  was  issued  in  July 
1979  for  custodial  services  at  Brooks  Air  Force  Base  in 
San  Antonio,  Texas.  This  determination  was  based  on  the 
incumbent  small  business  contractor' s  collective  bargaining 
agreement  with  Local  1095  of  the  City,  County,  and  Public 
Service  Employees  Union,  AFL-CIO,  and  provided  for  the  fol¬ 
lowing  fringe  benefits  as  of  October  1,  1979:  a  health  and 
welfare  benefits  rate  of  $.30  an  hour;  9  paid  holidays 
annually;  6  days'  paid  sick  leave  annually;  3  days'  paid 
bereavement  leave;  and  1  week's  paid  vacation  after  1  year 
of  employment,  2  weeks'  after  2  years,  and  3  weeks'  after 
3  years. 

Our  survey  of  the  fringe  benefits  provided  to  2, 233  custo¬ 
dial  workers  in  the  San  Antonio  area  disclosed  that,  as  of 
October  1,  1979,  70.4  percent  of  the  surveyed  workers  re¬ 
ceived  no  health  and  welfare  benefits,  73.1  percent  re¬ 
ceived  no  paid  holiday  benefits,  77.7  percent  received  no 
paid  sick  leave,  none  received  bereavement  leave,  and 
60.2  percent  received  no  paid  vacation. 

On  the  basis  of  these  figures,  we  believe  the  collectively 
bargained  fringe  benefits  Labor  adopted  in  its  issued  de¬ 
termination  did  not  prevail  for  custodial  workers  in  the 
San  Antonio  area.  Because  Labor's  issued  determination 
prescribed  such  benefits,  the  Government's  costs  for  con¬ 
tracted  custodial  services  at  Brooks  Air  Force  Base  in 
fiscal  year  1980  may  have  been  increased  by  $38,600. 

— Wage  determination  74-1242,  Revision  8,  was  issued  in 
December  1979  for  service  workers  involved  in  the  general 
maintenance  of  family  housing  at  the  Kingsville,  Texas, 
Naval  Air  Station.  The  determination  was  based  on  a  BLS 
area  wage  survey  of  the  Corpus  Christi,  Texas,  metro¬ 
politan  area,  which  did  not  include  the  Kingsville  area. 
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Labor's  determination  stipulated  the  following  fringe  bene¬ 
fits:  a  health  and  welfare  benefit  rate  of  $.21  an  hour 
(Labor's  then-current  nationwide  rate);  7  paid  holidays 
annually;  and  1  week's  paid  vacation  after  1  year  of  service 
with  a  contractor  or  successor  and  2  weeks'  after  2  years 
(the  same  as  Labor's  current  nationwide  vacation  rates). 

Our  survey  of  25  establishments  employing  215  or  the  major¬ 
ity  of  general  and  licensed  maintenance  workers  in  the  Kings¬ 
ville  area  disclosed  that,  as  of  December  1979,  the  pre¬ 
vailing  fringe  benefits  were  generally  lower.  Only  44  per¬ 
cent  of  the  surveyed  employers  provided  health  and  welfare 
benefits  in  the  form  of  employer  contributions  to  a  hos¬ 
pitalization  and/or  life  insurance  program.  (These  em¬ 
ployers,  however,  employed  82  percent  of  the  surveyed  work¬ 
ers.)  The  average  employer  contribution  rate  was  $.16  an 
hour,  or  24  percent  less  than  that  stipulated  in  Labor's 
determination.  Only  60  percent  of  the  surveyed  employers 
provided  paid  holiday  benefits.  Among  those  that  did,  how¬ 
ever,  the  average  was  7  paid  holidays,  or  the  same  as  Labor 
required.  Sixty- four  percent  of  the  employers  surveyed  pro¬ 
vided  1  week  or  more  of  paid  vacation  after  1  year  of  serv¬ 
ice,  but  only  32  percent  provided  2  weeks  or  more  of  paid 
vacation  after  2  years'  service.  Because  most  of  the  firms 
we  surveyed  did  not  have  readily  available  data  on  their 
fringe  benefit  costs,  we  could  not  quantify  the  cost  impact 
of  Labor's  higher  fringe  benefit  rates  on  the  awarded  con¬ 
tract  . 

— Wage  determination  76-1261,  Revision  3,  was  issued  in 

December  1979  for  hospital  aseptic  management  (housekeeping) 
services  to  be  performed  at  the  U.S.  Air  Force  Medical  Fa¬ 
cility  at  Andrews  Air  Force  Base  in  Prince  Georges  County, 
Maryland.  The  determination  incorporated  the  wage  rates 
and  fringe  benefits  set  forth  in  the  incumbent  contractor's 
collective  bargaining  agreement  with  Local  82  of  the  Service 
Employees  International  Union,  AFL-CIO.  The  agreement  pro¬ 
vided  for  the  following  fringe  benefits  as  of  January  1, 

1980:  a  health  and  welfare  benefit  rate  of  $.41  an  hour, 

including  a  union  pension  fund  contribution  of  $.12  an  hour; 
11  paid  holidays,  including  Inauguration  Day;  5  days'  paid 
vacation  after  1  year  of  service,  10  days'  after  2  years, 
and  15  days'  after  5  years;  up  to  3  days'  paid  bereavement 
leave;  and  up  to  12  days'  paid  sick  leave  annually. 

Our  survey  of  fringe  benefits  provided  262  housekeeping 
workers--21  group  leaders  and  241  aides--at  seven  hospitals 
in  Prince  Georges  County  showed  that  the  fringe  benefits 
stipulated  in  Labor' s  determination  did  not  prevail  in  the 
locality — the  prevailing  fringe  benefits  were  generally 
lower.  For  example,  for  health  and  welfare  benefits,  the 
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average  (mean)  rates  per  hour  were  $.53  for  group  leaders, 
$.38  for  aides,  and  $.39  overall  for  the  surveyed  house¬ 
keeping  employees,  as  compared  to  the  $.41  an  hour  in 
Labor's  determination.  Four  of  six  hospitals  having  com¬ 
parable  data  on  paid  vacation  benefits  provided  more  days 
of  paid  vacation  to  their  housekeeping  employees  at  each 
of  the  specified  years-of-service  levels. 

None  of  the  surveyed  employees  received  more  than  10  paid 
holidays  annually — the  average  for  247  employees  at  six 
surveyed  hospitals  was  less  than  9-1/2  paid  holidays. 
Employees  at  the  seventh  surveyed  hospital  did  not  receive 
separately  paid  holidays;  rather,  they  had  to  charge  such 
days  off  against  their  accumulated  paid  vacation  or  leave 
days . 

If  the  locally  prevailing  fringe  benefits  had  been  applied, 
the  Government's  costs  on  this  3-year  contract  might  have 
been  about  $15,  320  less. 

AGENCY  OFFICIALS '  AND  CONTRACTORS  1 
COMMENTS  ON  SCA  WAGE  DETERMINATION? 

Some  of  the  agency  officials  we  contacted  commented  that 
Labor's  SCA  wage  determinations  did  not  represent  prevailing  wages 
in  the  local  area,  but  were  higher  and,  therefore,  inflationary. 
This  was  also  one  of  the  major  complaints  of  contractors  that  we 
contacted . 

While  some  officials  based  their  claims  of  inflationary  wage 
determinations  on  either  general  "feelings"  or  contractors'  com¬ 
plaints,  others  provided  specific  examples  to  illustrate  the 
higher  than  prevailing  wage  rates. 

Characterizations  of  the  degree  to  which  SCA  wage  determina¬ 
tions  were  high  ranged  from  "slightly  higher"  to  "far  above"  the 
rates  prevailing  in  the  cited  locality — one  official  said  compli¬ 
ance  with  SCA  causes  the  cost  of  some  contracts  to  almost  double 
due  to  the  hourly  rates  required.  Some  officials  cited  percent¬ 
ages  to  illustrate  their  point,  ranging  from  10  to  70  percent 
higher.  At  the  Kennedy  Space  Center  in  Florida,  National  Aeronau¬ 
tics  and  Space  Administration  (NASA)  officials  had  performed  a 
special  wage  survey  and  determined  that  SCA  wage  rates  averaged 
54  percent  higher  than  prevailing  wages  in  the  local  area.  The 
agency  projected  this  percentage  to  the  value  of  its  SCA-covered 
contracts  and  estimated  the  higher  SCA  wage  rates  v ere  costing 
the  Government  up  to  $30  million  a  yp-r. 


In  some  cases  the  asserted  inflationary  wage  determinations 
were  attributed  to  such  factors  as  (1)  the  " transporting  of  wages" 
from  high-wage  urban  areas  to  lower-wage  rural  areas  and  (2)  union 


involvement  in  the  rate  establishment  process  through  use  of  col¬ 
lective  bargaining  agreements.  Two  examples  of  inflationary  wage 
determinations  cited  by  agency  officials  and  contractors  follow. 


— A  service  contractor,  working  on  a  contract  for  maintenen- 
ance  of  family  housing  at  Patrick  Air  Force  Base,  said  he 
did  not  believe  the  wage  rates  in  Labor*  s  wage  determina¬ 
tion  were  those  prevailing  in  the  locality.  However,  he 
said  the  rates  were  not  questioned  because  he  knew  all  other 
businesses  must  bid  service  contracts  based  on  the  same 
minimum  wage  rates.  The  contractor  provided  several  ex¬ 
amples  of  differences  between  Labor's  issued  wage  rates  and 
those  believed  prevailing  in  the  locality.  For  example, 
he  stated  that  all  of  his  carpenters  working  on  a  Federal 
service  contract  had  to  be  paid  Labor*  s  wage  determination 
rate  of  $8.58  an  hour,  whereas  his  top  carpenter  on  private 
sector  work  was  paid  $8.00  an  hour  and  his  other  carpenters, 
about  $6.00  or  less  an  hour.  He  believed  other  contractors 
in  the  area  were  paying  about  the  same  wage  rates  .  (Our 
wage  survey  in  this  locality  found  carpenters'  wages  as  low 
as  $5  an  hour  and  averaging  $6.88.  See  GAO  wage  survey 
no .  1  in  app.  X.  ) 

— The  Vice-President,  General  Services,  of  the  Federal  Reserve 
Bank  in  Richmond,  Virginia,  documented  a  situation  in  which 
a  statewide,  cross- industry  wage  rate  was  imposed  by  Labor 
even  though  it  did  not  fit  the  local  situation.  In  this 
case,  the  Federal  Reserve  Bank's  Charleston,  West  Virginia, 
office  had  a  guard  service  contract  which  was  to  be  renewed. 
The  incumbent  contractor's  renewal  proposal  included  an 
hourly  wage  rate  of  $3.40  for  guards,  representing  a 
15-percent  increase  over  the  existing  rate?  however.  Labor 
subsequently  responded  with  a  statewide  rate  of  $5.33,  about 
57  percent  above  the  proposed  $3.40  rate.  The  bank  extended 
the  contract  for  90  days,  on  the  basis  of  the  contractor’s 
proposed  renewal  rate,  and  informally  challenged  Labor's 
rate.  An  informal  telephone  survey  in  the  bank's  locality 
showed  that  Labor's  issued  rate  was  too  high,  with  local 
rates  ranging  from  $3.50  to  $4.25.  Labor  rejected  the 
bank's  informal  challenge,  stating,  among  other  reasons, 
that,  because  the  $5.33  rate  was  a  statewide  rate  that  had 
application  to  other  Federal  contracts  in  West  Virginia, 
it  would  be  difficult  to  justify  an  exception  for  the  bank. 
The  contractor,  based  on  Labor's  statewide  wage  rate,  in¬ 
creased  its  original  renewal  proposal  price  by  53  percent. 
The  total  annual  contract  cost  was  thus  increased  by  about 
$28,000,  from  $52,000  to  $80,000. 
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DEVELOPING  PREVAILING  WAGE  RATES  AND 
FRINGE  BENEFITS  WOULD  BE  VERY  COSTLY 

On  the  basis  of  our  review  and  our  experiences  in  conducting 
wage  and  fringe  benefit  surveys  in  25  localities,  we  believe  it 
would  be  very  costly  for  Labor  to  develop  the  data  needed  to  ac¬ 
curately  set  prevailing  wage  rates  and  fringe  benefits  for  each 
location  where  a  Federal  service  contract  is  to  be  performed. 

Labor's  SCA  workload  statistics  show  that,  in  fiscal  year 
1981,  Labor  responded  to  35,113  Federal  agency  requests  (SF-98's) 
with  specific  wage  determinations,  of  which  5,866  were  newly 
issued  or  revised  determinations.  By  the  end  of  the  fiscal  year. 
Labor  had  on  file  about  10,700  active  SCA  wage  determinations. 

To  assure  that  each  wage  determination  Labor  sends  to  a  con¬ 
tracting  agency  reflects  the  currently  prevailing  wage  rates  and 
fringe  benefits  for  the  specific  job  classifications  in  the  local¬ 
ities  to  which  the  determinations  are  applied,  we  believe  that 
current  wage  surveys  would  have  to  be  made.  Moreover,  to  assure 
that  collective  bargaining  agreement  wage  rates  and  fringe  bene¬ 
fits,  which  Labor  adopts  in  determinations  under  the  section  4(c) 
successorship  provision  of  SCA,  do  not  vary  substantially  from 
those  prevailing  in  the  locality,  1/  special  wage  surveys  would 
also  be  needed.  In  our  view,  the  thousands  of  wage  surveys  that 
would  be  needed  annually  to  support  Labor's  development  and  issu¬ 
ance  of  accurate  prevailing  wage  rates  and  fringe  benefits  would 
be  very  costly. 

As  stated  in  chapter  3,  as  part  of  its  regular  data  collec¬ 
tion  activities,  BLS  annually  conducts  area  wage  surveys  cn  a 
cross- industry  basis  in  70  of  the  323  standard  metropolitan  statis¬ 
tical  areas  throughout  the  United  States.  Labor  uses  these 


1/The  determinations  Labor  issues  pursuant  to  section  4(c)  of 
SCA  reflect  the  wage  rates  and  fringe  benefits  contained  in 
the  incumbent  (predecessor)  contractor's  collective  bargaining 
agreement,  including  any  prospective  increases  in  those  wages 
and  benefits,  regardless  of  their  relationship  to  the  wages 
and  benefits  that  may  otherwise  prevail  in  the  locality.  Labor 
believes  it  has  no  discretion  under  the  act  to  do  otherwise,  as 
long  as  the  collective  bargaining  agreement  resulted  from 
arm' s- length  negotiations  and  did  in  fact  govern  the  wages  and 
benefits  furnished  service  employees  on  the  predecessor  contract 
However,  section  4(c)  does  provide  a  variance  hearing  process 
for  challenging  collective  bargaining  agreement  rates  believed 
to  substantially  vary  from  prevailing  rates,  but  under  Labor's 
regulations,  a  hearing  must  be  formally  requested  by  an  affected 
or  interested  person.  The  process  has  been  used  infrequently. 


surveys  in  its  wage  determination  program.  In  addition,  6LS  an¬ 
nually  conducts  115  cross- industry  and  125  specific  industry  wage 
surveys  more  limited  in  scope  in  selected  localities  for  Labor's 
use  in  making  wage  determinations  under  SCA.  The  estimated  annual 
costs  of  these  310  surveys  are  about  $4.3  million,  or  about  $13,870 
per  survey--BLS'  70  area  wage  surveys  cost  about  $2.6  million  an¬ 
nually,  or  about  $37,140  per  survey,  and  its  special  SCA  wage  sur¬ 
veys  cost  about  $1.7  million,  or  about  $7,080  per  survey. 

If  ELS'  wage  survey  cost  figures  are  representative,  the  costs 
of  performing  separate  wage  surveys  to  support  each  of  the  thousands 
of  new  or  revised  determinations  Labor  issues  annually  could  reach 
into  the  hundreds  of  millions  of  dollars  annually.  According  to 
one  BLS  official,  the  cost  to  collect  data  to  support  the  prevail¬ 
ing  wage  rates  and  fringe  benefits  for  all  job  classifications  and 
localities  for  which  Labor  must  issue  determinations  would  exceed 
BLS'  total  budget  of  $103.7  million  for  fiscal  year  1980.  Many 
more  BLS  survey  specialists  would  also  be  required  to  conduct  the 
many  wage  surveys  that  would  be  involved.  Moreover,  Labor's  Wage 
and  Hour  Division  would  need  to  substantially  increase  its  staff 
of  wage  analysts/economists  to  analyze  the  many  additional  BLS  wage 
survey  reports  and  to  develop  and  issue  new  or  revised  determina¬ 
tions  . 

Other  factors  might  also  affect  the  cost  of  accumulating  data 
needed  to  develop  accurate  SCA  wage  rates  and  fringe  benefits, 
such  as  a  change  in  the  Government's  policy  to  encourage  contract¬ 
ing  out  of  more  commercial- type  functions  now  being  performed  by 
Federal  employees.  1/  Such  a  policy  change  would,  in  our  view, 
significantly  increase  the  number  of  Federal  service  contracts 
awarded  annually  and  the  number  of  surveys  needed  to  support  SCA 
wage  rate  and  fringe  benefit  determinations.  Such  additional 
surveys  would  necessarily  entail  additional  costs  to  the  Govern¬ 
ment.  Also,  as  discussed  in  chapter  3,  the  BLS  wage  survey  data 
Labor  currently  uses  are  inappropriate.  The  establishments  and 
job  classifications  BLS  surveys  would  have  to  be  specifically 
tailored  to  more  appropriately  reflect  the  types  of  services  to 


1/In  April  1982,  the  Office  of  Management  and  Budget  (OMB)  released 
for  comment  a  proposed  revision  of  Circular  A-76,  entitled  "Pol¬ 
icies  and  Procedures  for  Acquiring  Commercial  Products  and  Serv¬ 
ices  Needed  by  the  Government."  Under  the  proposed  revision. 
Federal  agencies  would  be  directed  to  convert  all  in-house 
commerical-type  activities,  involving  fewer  than  10  full-time- 
equivalent  employees,  to  contract  performance  as  soon  as  possi¬ 
ble,  but  not  later  than  September  30,  1983.  Other  commercial 
activities  involving  10  or  more  employees  could  be  converted  to 
contract  performance  unless  a  cost  comparison  justified  contin¬ 
ued  in-house  performance.  Agency  heads  or  their  deputies  would 
be  given  authority  to  waive  the  cost-comparison  requirement. 
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be  contracted  out  by  the  Government  and  the  types  of  contractors 
and  employees  that  would  perform  those  services.  In  addition, 
private  sector  employers  may  be  reluctant  to  voluntarily  partici¬ 
pate  in  so  many  wage  surveys  each  year. 

CONCLUSIONS 

The  lack  of  adequate  data  prevents  Labor  from  developing 
accurate  wage  rates  and  fringe  benefits.  Our  wage  surveys  of  66 
job  classifications  in  25  SCA  wage  determinations  Labor  applied 
to  42  service  contracts  showed  that,  for  14  of  19  contracts  for 
which  direct  labor  hour  data  were  available,  total  contract  costs 
may  have  been  increased  by  $459,000  to  $527,000  as  a  result  of 
Labor's  wage  rate  determinations  being  higher  than  those  prevail¬ 
ing  in  the  locality.  Of  the  66  individual  job  classifications  sur¬ 
veyed,  at  least  44  had  higher  wage  rates  and  at  least  12  had  lower 
rates  than  the  median  prevailing  rates  we  identified  in  the  sur¬ 
veyed  localities.  In  many  of  the  cases  in  which  Labor  had  set 
lower-than-prevailing  wage  rates,  the  contractors  paid  those  rates. 

Our  surveys  also  indicated  that  (1)  most  of  the  fringe  benefit 
rates  Labor  issues  are  substantially  higher  or  lower  than  those 
prevailing  for  the  service  worker  classifications  involved  and  (2) 
the  contractors  generally  pay  the  rates  Labor  stipulates.  Because 
Labor's  issued  rates  are  much  more  often  substantially  higher  than 
those  prevailing,  the  Government's  contracting  costs  for  needed 
services  are  often  unnecessarily  inflated. 

Labor  has  proposed  changes  to  its  SCA  regulations  in  an  at¬ 
tempt  to  alleviate  some  of  the  "locality"  problems  that  arise  in 
issuing  determinations  when  the  place  of  contract  performance  is 
initially  unknown.  However,  the  pending  regulations  do  not 
address  any  of  the  underlying  problems  involved  in  establishing 
accurate  prevailing  wage  rates  and  fringe  benefits.  (See  ch.  5 
for  a  discussion  of  the  impact  of  Labor's  pending  SCA  regulations.) 

In  our  opinion,  the  only  way  to  consistently  develop  wage 
rates  and  fringe  benefits  that  represent  those  prevailing  in  the 
locality  where  the  service  contract  work  is  performed  is  to  make 
current  surveys.  Such  surveys  would  need  to  be  made  in  the  local¬ 
ity  whenever  a  service  contract  is  to  be  issued  and  current  wage 
and  fringe  benefit  data  are  not  available  for  that  locality.  How¬ 
ever,  because  of  the  large  number  of  surveys  that  would  have  to 
be  made  and  the  amount  of  data  involved  in  each,  we  believe  it 
would  be  impractical  and  very  costly  for  Labor  to  accumulate  and 
analyze  the  data  needed  to  develop  accurate  wage  rates  and  fringe 
benefits . 


CHAPTER  5 


PROPOSED  SCA  REGULATIONS 
WOULD  LIMIT  LABOR'S  APPLICATION  OF  THE  ACT 
BUT  LEAVE  UNRESOLVED  THE  PROBLEMS 
IN  DEVELOPING  ACCURATE  PREVAILING 
WAGE  RATES  AND  FRINGE  BENEFITS 


As  shown  in  chapters  2  through  4  of  this  report  and  in  a  prior 
GAO  report,  1/  there  are  major  problems  in  establishing  wage  rates 
and  fringe  benefits  that  accurately  reflect  those  that  prevail  in 
the  localities  where  service  workers  perform  work  under  Federal 
service  contracts.  Labor's  pending  revisions  to  its  SCA  regula¬ 
tions  would  correct  or  alleviate  some  longstanding  contract  cover¬ 
age  problems  and  certain  administrative  problems  but  leave  unre¬ 
solved  the  underlying  problems  in  developing  accurate  prevailing 
wage  rates  and  fringe  benefits. 

The  pending  regulations  would  (1)  remove  from  SCA  coverage 
contracts  for  which  the  principal  purpose  is  not  to  provide  serv¬ 
ices  and  where  services  are  not  performed  principally  by  service 
employees,  (2)  establish  a  two-step  procedure  for  determining  wage 
rates  when  the  geographic  place  of  service  contract  performance 
is  initially  unknown,  (3)  clarify  whether  SCA  or  the  Walsh-Healey 
Public  Contracts  Act  2/  applies  to  specific  contracts,  and  (4) 
exempt  from  SCA  coverage  certain  contracts  for  the  maintenance  and 


VReport  to  the  Chairman,  House  Committee  on  Government  Operations, 
entitled  "Service  Contract  Act  Should  Not  Apply  to  Service  Em¬ 
ployees  of  ADP  and  High-Technology  Companies"  (HRD-80-102, 

Sept.  16,  1980)  . 

2/The  Walsh-Healey  Public  Contracts  Act  of  1936  (41  U.S.C.  35, 
et  seq.  (1976))  provides  labor  standards  protection  to  employees 
of  contractors  manufacturing  or  furnishing  materials,  supplies, 
articles,  and  equipment  to  the  Government.  It  applies  to  all 
Government  contracts  for  supplies  and  equipment  exceeding 
$10,000.  The  act  requires  that  the  employees  be  paid  wages  not 
lower  than  the  minimum  wages  determined  by  the  Secretary  of  Labor 
to  be  prevailing  in  the  locality  in  which  the  materials,  supplies, 
articles,  or  equipment  are  to  be  manufactured  or  furnished  under 
the  contract.  However,  Labor  has  not  issued  wage  determinations 
under  this  act  since  1964  because  of  a  Federal  court  ruling 
( Wirtz  v.  Baldor  Electric  Co.,  337  F.  2d  518  (D.C.  Cir.  1964)), 
and  in  the  absence  of  such  determinations,  the  minimum  wage 
specified  in  FLSA  has  applied. 


48 


repair  of  automatic  data  processing  (ADP)  and  other  high-technology 
commercial  product- support  services.  The  pending  regulations 
would  also  limit  application  of  SCA's  " successorship"  provision 
to  situations  in  which  the  successor  contractor  performs  the  con¬ 
tract  in  the  same  locality  as  the  predecessor  contractor  and  al¬ 
leviate  other  administrative  problems.  However,  the  pending 
regulations  do  not  address  and,  accordingly,  would  not  resolve  or 
alleviate  the  problems  involved  in  developing  accurate  prevailing 
wage  rates  and  fringe  benefits. 

STATUS  OF  SCA  REGULATIONS 


The  existing  SCA  regulations  were  issued  in  1968  to  provide 
guidance  to  contractors,  contracting  agencies,  and  the  public  in 
complying  with  the  act's  provisions  and  to  provide  rules  on  issu¬ 
ing  wage  determinations  and  enforcing  the  act. 

The  first  major  proposed  revisions  to  the  SCA  regulations, 
which  were  published  as  a  "final  rule"  in  January  1981,  princi¬ 
pally  would  have  updated  the  existing  regulations  to  incorporate 
numerous  Labor  interpretative  opinions  and  administrative  rulings. 
However,  implementation  was  deferred  pending  a  review  in  accord¬ 
ance  with  Executive  Order  12291  issued  on  February  17,  ’981,  on 
improved  regulatory  management.  The  executive  order  stated  that 
(1)  regulatory  decisions  should  be  based  on  adequate  information, 

(2  )  actions  should  not  be  undertaken  unless  the  potential  bene¬ 
fits  to  society  outweigh  potential  costs,  and  (3)  agencies  should 
determine  the  most  cost-effective  approach  for  achieving  regula¬ 
tory  objectives,  consistent  with  the  statute's  purpose. 

In  considering  the  January  1981  regulations  in  compliance 
with  Executive  Order  12291,  Labor  found  that  they  had  generated 
considerable  controversy.  In  particular,  the  procuring  agencies 
and  segments  of  the  public  perceived  that  Labor  was  expanding  SCA 
coverage  to  include  contracts  not  previously  covered,  especially 
contracts  for  purchase  and/or  lease  of  ADP  and  high-technology 
equipment  that  provided  for  maintenance  and  repair  of  the  equip¬ 
ment,  research  and  development  contracts,  and  timber  sales  con¬ 
tracts.  Concerns  were  raised  regarding  the  potential  inflationary 
impact  of  these  new  coverage  provisions  on  Government  contracting 
costs . 

As  a  result  of  its  reconsideration  of  the  January  1981 
regulations,  Labor  concluded  that  exempting  these  as  well  as  other 
types  of  contracts  from  SCA  coverage  was  appropriate.  Accordingly, 
on  August  14,  1981,  Labor  published  additional  proposed  regulations 
for  SCA.  In  taking  this  action.  Labor  delayed  the  effective1  date 
of  the  January  1981  regulations  until  action  is  taken  on  the 
August  1981  proposed  regulations. 
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MAJOR  PROPOSED  REVISIONS 


The  proposed  regulations  would  revise  Labor's  interpretation 
of  SCA's  "principal  purpose"  provision  1/  in  two  important  respects. 
First,  SCA  would  not  apply  to  a  contract  as  a  result  of  a  bid 
specification  being  principally  for  services  unless  the  principal 
purpose  of  the  entire  contract  is  for  services.  Thus,  individual 
specifications  principally  for  services  as  part  of  a  larger  con¬ 
tract  which  is  principally  for  some  other  purpose  would  no  longer 
be  covered  by  SCA  under  the  proposed  regulations.  Also,  the  pro¬ 
posed  regulations  clarify  that,  when  the  principal  purpose  of  the 
contract  is  to  furnish  materials,  supplies,  articles,  or  equipment 
to  the  Government,  the  Walsh-Healey  Public  Contracts  Act,  rather 
than  SCA,  would  apply. 

Second,  SCA  would  not  apply  to  a  contract  unless  the  services 
are  performed  principally  through  the  use  of  service  employees. 

The  test  to  be  applied  would  be  whether  the  service  employees  com¬ 
prise  a  majority  of  the  total  projected  employment  or  staff  years 
on  the  contract.  Also,  SCA  coverage  would  be  removed  from  con¬ 
tracts  primarily  for  supply  or  lease  of  equipment  which  contain 
service  specifications  for  the  maintenance  and  repair  of  such 
equipment,  including  many  ADP  and  other  high-technology  supply 
contracts  which  contain  such  service  specifications.  In  addition, 
SCA  coverage  would  generally  be  excluded  when  service  specifica¬ 
tions  for  incidental  purposes — such  as  custodial  services  in  con¬ 
tracts  for  leased  space  or  erosion  control  in  contracts  for  timber 
sales — are  included  in  Government  contracts. 

The  August  14,  1981,  proposed  regulations  would  help  resolve 
the  problem  of  the  proper  locality  for  issuance  of  wage  determina¬ 
tions  where  the  place  of  performance  is  not  identified  before  award 
of  a  contract.  In  such  situations.  Labor  has  generally  issued  com¬ 
posite  wage  determinations  encompassing  all  of  the  locations  in 
which  potential  bidders  would  be  located.  The  composite  area  could 
have  been  a  cluster  of  counties,  a  State,  a  region,  or  even  the 
entire  country.  However,  the  use  of  such  composite  rates  has  been 
greatly  restricted  by  the  decision  of  the  Court  of  Appeals  for  the 
Fourth  Circuit  in  the  Southern  Packaging  case.  2/  In  this  case 
the  court  held  that  a  nationwide  wage  determination  normally  is 


1/Section  2(a)  of  SCA  provides,  in  effect,  that  the  act  applies 
to  every  contract  (and  any  bid  specifications  therefore)  in 
excess  of  $2, 500  for  which  the  principal  purpose  is  to  furnish 
services  in  the  United  States  through  the  use  of  service  em¬ 
ployees  . 

2/ See  pages  13  and  14. 
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not  permissible  under  SCA  but  that  "there  may  be  the  rare  and  un¬ 
foreseen  service  contract  which  might  be  performed  at  locations 
throughout  the  country  and  which  would  generate  truly  nationwide 
competition . " 

Recognizing  the  Court  of  Appeals'  decision  and  the  fact  that 
composite  rates  have  tended  to  raise  costs  on  many  Government 
contracts.  Labor,  through  the  pending  regulation,  is  proposing 
a  different  procurement  process  when  the  place  of  contract  per¬ 
formance  is  not  known.  First,  the  contracting  agency  would  issue 
a  bid  solicitation  with  no  wage  determinations  to  identify  con¬ 
tractors  interested  in  submitting  bids.  The  agency  would  then 
advise  Labor  of  the  potential  bidders  and  their  localities.  Sec¬ 
ond,  Labor  would  issue  individual  wage  determinations  for  each  of 
the  various  localities  of  the  bidders.  The  contracting  agency 
would  select  the  successful  bidder  and  incorporate  in  the  contract 
the  applicable  wage  rates  and  fringe  benefits  Labor  provided. 

Labor  also  included  in  the  pending  regulations  a  limitation 
on  application  of  the  successorship  provision  of  SCA.  Under  this 
provision.  Labor  had  required  a  successor  contractor  performing 
contract  services  at  its  own  facility  in  a  different  locality  from 
its  predecessor  contractor  to  pay  the  collectively  bargained  rates 
of  the  predecessor  contractor.  Under  the  pending  regulations,  for 
the  successorship  provision  to  apply,  the  successor  contract  must 
be  performed  in  the  same  locality  as  the  predecessor  contract. 

In  addition  to  providing  new  proposals  for  revisions  to  the 
SCA  regulations,  the  August  14,  1981,  proposed  regulations  in¬ 
cluded  certain  changes  that  had  been  adopted  in  the  now-deferred 
January  1981  SCA  regulations.  These  changes  included: 

— Labor's  requirement  that,  if  the  wage  determination  it 
issues  to  a  Federal  agency  does  not  list  some  classes  of 
employees  to  be  used  on  the  contract,  the  contractor  must 
classify  and  set  wage  rates  and  fringe  benefits  for  the 
unlisted  positions  in  such  a  way  as  to  provide  a  reasonable 
relationship  with  the  classes  listed  (referred  to  as 
"conformance" ) . 

— The  timeliness  of  Labor's  rulings  on  protests  that  the  wage 
rates  or  fringe  benefits  included  in  a  predecessor  con¬ 
tractor's  collective  bargaining  agreement  vary  substan¬ 
tially  from  those  which  prevail  for  services  of  a  character 
similar  in  the  locality. 

The  proposed  revisions  in  these  areas  would  alleviate  some  of  the 
administrative  problems  but  would  not  resolve  the  basic  concerns 
Federal  agencies  and  contractors  have  about  these  requirements  in 
SCA  or  Labor's  regulations.  (See  chs.  3  and  4.)  Moreover,  the 
proposed  revisions  would  not  change  Labor's  basic  methodology  or 
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its  data  bases  for  making  SCA  wage  rate  and  fringe  benefit  deter¬ 
minations.  Therefore,  Labor  will  continue  to  be  unable  to  develop 
accurate  prevailing  wage  rates  and  fringe  benefits  under  SCA. 


Labor  estimates  that  implementing  the  proposed  regulations 
should  result  in  substantially  lower  labor  costs  on  Federal  con¬ 
tracts  with  savings  of  about  $240  million  annually.  In  addition, 
Labor  believes  there  will  be  important,  but  unquantified  savings 
in  administrative  costs  and  in  other  areas,  such  as  implementing 
the  proposed  two-step  procedures  for  assuring  that  SCA  determina¬ 
tions  reflect  the  proper  locality. 

Labor  is  currently  considering  the  numerous  comments  on  the 
proposed  revisions  received  from  other  Federal  agencies.  Govern¬ 
ment  contractors,  trade  associations,  labor  organizations,  and 
others . 


CHAPTER  6 


ADMINISTRATIVE  PROCEDURES  COULD 
PROVIDE  A  MEASURE  OF  PROTECTION  FOR 
SERVICE  CONTRACT  EMPLOYEES 

Administrative  procedures  implemented  through  the  Federal 
procurement  process  could  provide  a  measure  of  wage  and  fringe 
benefit  protection  for  employees  now  covered  under  SCA.  Such 
procedures  already  exist  to  protect  the  wages  and  benefits  of 
professional  employees  not  covered  by  SCA.  Our  reviews  of  agency 
applications  of  these  procedures  have  found  them  to  be  effective 
in  preventing  "wage  busting"  1/  on  Federal  service  contracts  em¬ 
ploying  professionals. 

GOVERNMENT  POLICY  ON  SERVICE 
EMPLOYEE  COMPENSATION  PRACTICES 

On  March  29,  1978,  the  Office  of  Federal  Procurement  Policy 
(OFPP )  set  forth  the  policy  of  the  Federal  Government  2/  that 
all  service  employees — including  professional  employees — employed 
by  contractors  providing  services  to  the  Government  be  fairly 
and  properly  compensated.  OFPP  directed  that  Federal  procurement 
procedures  be  developed  to  assure  equitable  compensation  for  all 
such  employees.  It  stated  that  the  policy  clearly  recognizes 
that  a  predictable  and  essential  link  exists  between  personnel 
compensation  and  work  performance.  Therefore,  evaluation  of  bids 
and  proposals  for  service  contract  work  must  take  into  account 
the  realism  of  the  offeror's  proposed  personnel  compensation  plan 
to  assure  that  the  offeror  properly  understands  the  resources 
required  to  perform  high-quality  work  on  an  uninterrupted  basis. 

Because  SCA  does  not  cover  professional  employees,  OFPP 
attached  to  the  policy  letter  the  specific  language  that  must  be 
included  in  all  bid  solicitations  whenever  professional  employees 
are  expected  to  be  needed  to  perform  the  services.  It  provides 
the  evaluation  factors  and  criteria  to  be  used  in  assessing  the 
total  compensation  package  submitted  by  each  bidder  to  assure 
that  professional  employees  are  properly  and  fairly  compensated. 


1,/Ihe  practice  of  lowering  employee  wages  and  fringe  benefits  by 
incumbent  or  successor  contractors  ( in  an  attempt  to  be  low 
bidders  or  offerors  on  Government  service  contracts)  when  the 
employees  continue  to  perform  the  same  jobs. 

^/Policy  Letter  No.  78-2  to  the  heads  of  executive  departments 
and  establishments,  entitled  "Preventing  'Wage  Busting'  for 
Professionals:  Procedures  for  Evaluating  Contractor  Proposals 
for  Service  Contracts." 


GAO  REVIEWS  OF  SPECIAL 
PROCUREMENT  PROCEDURES 

Before  the  OFPP  policy  was  issued,  we  reported  1/  on  the 
effectiveness  of  the  Air  Force  and  NASA  procurement  procedures 
to  stop  wage  busting  of  professional  employees  working  on  service 
contracts  in  the  Cape  Canaveral,  Florida,  area.  Allegations  of 
wage  busting  had  been  made  by  employees  of  service  contractors  as 
a  result  of  recompetition  for  Federal  contracts  at  Cape  Canaveral. 

During  the  period  covered  by  that  review — January  1  to 
October  1,  1977 — three  major  service  contracts  were  awarded 
at  NASA's  Kennedy  Space  Center  and  the  Air  Force's  Patrick  Air 
Force  Base.  For  these  contracts,  special  procurement  procedures, 
used  to  prevent  wage  busting,  encouraged  contractors  to 

— propose  a  suitable  compensation  structure  and  realistic 
payment  plan  for  professional  employees, 

— maintain  a  stable  work  force,  and 

— employ  professionals  from  the  local  labor  market  area. 

The  procedures  included  criteria  for  the  agencies  to  evaluate  each 
offeror's  total  plan  for  employee  compensation  and  to  reject  any 
offer  they  believed  nonresponsive  because  of  low  wages  proposed. 

We  reviewed  the  wages  and  fringe  benefits  of  881  of  1,034 
employees  not  covered  by  SCA.  We  did  not  find  any  cases  of  wage 
busting  on  the  three  contracts.  Contractor  and  agency  officials 
and  representatives  of  a  labor  organization  and  a  professional 
employees  organization  in  the  Cape  Canaveral  area  generally 
agreed  that  wage  busting  had  not  occurred  on  the  three  contracts. 

The  procedures  used  by  NASA  and  the  Air  Force  generally 
influenced  contractors  to  submit  proposals  based  on  paying  wages 
and  fringe  benefits  comparable  to  those  paid  under  the  prior 
contracts.  Some  contractors  told  us  they  would  have  proposed 
lower  wages  and  benefits  had  the  requests  for  proposals  not  con¬ 
tained  the  procedures.  The  procedures  did  not  deter  firms  from 
submitting  proposals  on  the  three  contracts. 

The  special  procurement  procedures  and  NASA's  and  the  Air 
Force's  emphasis  on  wages  and  fringe  benefits,  both  before  and 
during  proposal  evaluation  and  contract  negotiation,  resulted 


1/Report  to  the  Chairman,  Subcommittee  on  Federal  Spending  Prac¬ 
tices  and  Open  Government,  Senate  Committee  on  Governmental 
Affairs,  entitled  "Special  Procurement  Procedures  Helped  Pre¬ 
vent  Wage  Busting  Under  Federal  Service  Contracts  in  the  Cape 
Canaveral  Area"  (HRD-78-49,  Feb.  28,  1978). 
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in  the  three  contracts  being  awarded  to  contractors  that  agreed 
to  pay  incumbent  contractor  employees  not  covered  by  the  act 
the  same  salaries  paid  by  the  incumbent  if  they  did  the  same 
jobs.  We  noted  that  NASA  rejected  the  proposal  of  one  offeror, 
which  included  a  provision  to  pay  low  salaries,  as  technically 
unacceptable . 

Because  of  the  effectiveness  of  NASA's  and  the  Air  Force's 
special  procurement  procedures,  we  recommended  that  OFPP  establish 
a  Government-wide  policy  to  discourage  wage  busting  of  professional 
employees  not  covered  by  the  act  and  require  Federal  agencies  to 
include  appropriate  implementing  language  in  their  procurement  reg¬ 
ulations  and  service  contracts.  OFPP  agreed  with  our  recommenda¬ 
tion  and  on  March  29,  1978,  established  a  Government-wide  policy 
to  prevent  wage  busting  on  the  recompetition  of  Federal  service 
contracts . 

About  2  years  after  OFPP  established  that  Government-wide 
policy,  we  were  asked  to  look  into  allegations  of  wage  busting  of 
professional  employees  under  two  NASA  service  contracts,  one  at 
its  Scientific  and  Technical  Information  Facility  near  Baltimore- 
Washington  International  Airport  in  Maryland  1/  and  the  other  at 
Marshall  Space  Flight  Center  in  Huntsville,  Alabama.  2/ 

NASA  had  implemented  the  OFPP  policy  and,  as  a  result,  the 
requests  for  proposal  contained  a  provision  requiring  fair  and 
equitable  compensation  for  professional  employees.  The  provision 
stated  that  it  was  in  the  Government's  best  interest  that  profes¬ 
sional  employees  be  properly  and  fairly  compensated,  and  it  re¬ 
quired  offerors  to  submit  a  total  compensation  plan — covering 
salaries  and  fringe  benefits  for  professional  employees.  We  found 
no  evidence  of  wage  busting. 

We  noted  that,  during  NASA's  evaluation  of  the  contractors' 
proposals  for  one  of  the  contracts,  the  fringe  benefit  costs  were 
understated  in  two  of  the  proposals,  one  of  which  was  from  the 
successful  offeror.  NASA  increased  the  two  estimates  to  provide 
for  the  minimum  acceptable  fringe  benefits.  For  the  other  con¬ 
tract,  NASA  noted  that  one  of  the  proposals  did  not  provide 


1/Report  to  the  Chairman,  Subcommittee  on  Labor-Management 

Relations,  House  Committee  on  Education  and  Labor,  and  Repre¬ 
sentative  Gladys  Noon  Spellman  entitled  "Review  of  Contractors' 
Pension  and  Other  Benefits  for  Employees  Working  at  National 
Aeronautics  and  Space  Administration's  Scientific  and  Technical 
Information  Facility"  (HRD-81-49,  Jan.  30,  1981). 

2/Report  to  Senator  Howell  Heflin  entitled  "Review  of  Pension 
and  Fringe  Benefits  for  Contractors'  Employees  at  the  National 
Aeronautics  and  Space  Administration's  Marshall  Space  Flight 
Center"  (HRD-81-142,  Sept.  28,  1981). 


equitable  compensation  for  8  of  21  of  the  predecessor  contrac¬ 
tor's  professional  employees  it  planned  to  hire  if  it  became  the 
successful  offeror — which  it  did.  Because  the  proposal  included 
a  statement  that  the  salaries  of  incumbents  it  would  employ  would 
not  be  reduced,  NASA  adjusted  the  offeror's  cost  estimate  upward 
to  provide  salaries  for  the  eight  professionals  equivalent  to 
those  paid  by  the  predecessor  contractor.  Thus,  in  these  two  con¬ 
tracts,  NASA  used  OFPP  procurement  procedures  to  eliminate  poten¬ 
tial  wage  busting. 

CONCLUSION 

On  the  basis  of  our  three  reviews  of  special  procurement 
procedures  to  prevent  wage  busting  of  professional  employees 
under  Federal  service  contracts,  we  believe  that  the  procedures 
are  an  effective  and  efficient  alternative  to  legislation  in  pro¬ 
tecting  the  wages  and  fringe  benefits  of  professional  employees. 

We  believe  that  similar  procedures  could  be  applied  to  provide  a 
measure  of  wage  and  fringe  benefit  protection  for  employees  now 
covered  under  SCA. 


CHAPTER  7 


CONCLUSIONS  .RECOMMENDATIONS 
AND  AGENCY .AND .OTHER .COMMENTS 

CONCLUSIONS 

The  Congress  enacted  SCA  in  1965  to  extend  labor  standards 
protections  to  service  workers  on  Federal  service  contracts  and 
to  assure  that  those  workers  on  contracts  over  $2,500  receive  the 
wages  and  fringe  benefits  prevailing  in  the  locality  where  the 
work  is  performed,  but  in  no  event  less  than  the  Federal  minimum 
wage.  SCA,  as  amended,  also  is  intended  to  protect  from  wage 
busting  all  contractor  service  employees,  except  bona  fide  execu¬ 
tives,  administrators,  and  professionals. 

Labor  has  been  unable  to  effectively  and  efficiently  admin¬ 
ister  this  labor  standards  law.  We  believe  that  the  Congress 
should  consider  repealing  SCA  because: 

— There  are  inherent  problems  in  the  act’s  administration. 

— It  is  impractical  to  develop  and  issue  accurate  prevailing 
wage  rates  and  fringe  benefits  for  all  covered  employees 
on  Federal  service  contracts  with  existing  data  sources. 

— Wage  rates  and  fringe  benefits  set  under  the  act  are  gen¬ 
erally  inflationary  to  the  Government  and  could  be  adding 
hundreds  of  millions  of  dollars  to  Federal  service  contract 
costs . 

— It  would  be  very  costly  to  develop  the  data  needed  to  ac¬ 
curately  set  wage  rates  and  fringe  benefits  for  each  loca¬ 
tion  where  a  Federal  service  contract  is  to  be  performed. 

— FLSA  and  administrative  procedures  implemented  through 
the  Federal  procurement  process  could  provide  a  measure 
of  wage  and  fringe  benefit  protection  for  employees  now 
covered  under  SCA. 

The  proposed  SCA  regulations,  which  were  published  for 
comment  in  August  1981  and  are  still  pending,  would  limit  Labor's 
application  of  the  act  but  would  leave  unresolved  the  major  under¬ 
lying  problems  in  developing  accurate  prevailing  wage  rates  and 
fringe  benefits. 

We  believe  Labor  cannot  administer  SCA  in  an  efficient  manner 
that  would  ensure  that  accurate  and  equitable  service  wage  deter¬ 
minations  are  made  for  the  hundreds  of  thousands  of  service  workers, 
in  a  myriad  of  job  classifications,  employed  under  the  tens  of 


thousands  of  Federal  service  contracts  awarded  annually  by  the 
Government.  To  do  so,  in  our  opinion,  would  require  an  army  of 
analysts  and  survey  specialists  performing  special  wage  and  fringe 
benefit  surveys  for  each  Federal  service  contract  to  be  awarded. 
Such  an  effort  would  be  impractical  and  very  costly. 

The  most  logical  alternative,  we  believe,  is  to  repeal  SCA 
and  allow  competitive  labor  market  forces  to  establish  wages  and 
fringe  benefits  for  service  contract  employees.  We  recognize, 
however,  the  need  to  afford  a  minimum  of  protection  for  all  workers 
employed  on  Government  service  contracts.  We  recognize  also  that 
repeal  of  SCA  may  eliminate  FLSA  minimum  wage  protection  for  those 
employees  of  Federal  service  contractors  not  otherwise  subject  to 
or  covered  by  FLSA.  1/  We  therefore  believe  FLSA  minimum  wage 
coverage  should  be  continued  for  all  employees  working  on  Federal 
service  contracts.  We  believe  also  that  administrative  procedures 
implemented  through  the  Federal  procurement  process  could  provide 
a  measure  of  wage  and  fringe  benefit  protection  for  employees  now 
covered  under  SCA. 

We  recognize  that  there  might  be  contractors  that  would  try  to 
gain  advantage  by  paying  unreasonably  low  wages  to  obtain  Federal 
contracts.  In  the  event  of  repeal  of  SCA,  it  would  be  important 
that,  in  the  procurement  process.  Federal  departments  and  agencies 
ba  sensitive  to  the  policy  of  the  Federal  Government  (see  p.  53) 
that  all  service  employees  employed  by  contractors  providing  serv¬ 
ices  to  the  Government  be  fairly  and  properly  compensated.  We 
believe  that  OFPP  should  monitor  the  impact  of  repeal  on  service 
contract  employees.  If  OFPP  determines  that  repeal  of  SCA  has 
an  adverse  impact  on  the  employees,  it  should  develop  adminis¬ 
trative  policies  or  legislative  recommendations  to  deal  with  the 
problem . 

RECOMMENDATIONS  TO  THE  CONGRESS 


I 


We  recommend  that  the  Congress  consider  repealing  the  Service 
Contract  Act  of  1965  and  amending  section  6(e)  of  the  Fair  Labor 
Standards  Act  to  ensure  continued  Federal  minimum  wage  coverage 
for  all  employees  of  employers  providing  contract  services  to  the 
United  States  or  the  District  of  Columbia.  Suggested  amendatory 
language  for  section  6(e)  follows: 


1/As  we  pointed  out  in  chapter  1,  one  of  the  purposes  in  enacting 
SCA  was  to  extend  FLSA  minimum  wage  coverage  to  all  Federal 
service  contracts. 


Sec  .  6 .  (  a ) 


*  *  *  n 


***** 

"(e)  Notwithstanding  the  provisions  of  section  13  of 
this  Act  (except  subsections  (a)(1)  and  ( f )  thereof), 
every  employer  providing  any  contract  services  under 
a  contract  entered  into  by  the  United  States  or  the 
District  of  Columbia,  or  any  subcontract  thereunder, 
shall  pay  to  each  of  his  or  her  employees,  wages  at 
rates  not  less  than  the  rates  provided  for  in  sub¬ 
section  (a)(1)  of  this  section." 

RECOMMENDATIONS  TO  THE  ADMINISTRATOR 
FOR "FEDERAL  PROCUREMENT  POLICY 

If  the  Service  Contract  Act  is  repealed,  we  recommend  that 
the  Administrator — in  keeping  with  the  existing  Government-wide 
policy — encourage  Federal  agencies  to  include  provisions  in  their 
procurement  regulations  and  service  contracts,  similar  to  those 
already  required  for  professional  employees,  to  discourage  wage 
busting  of  all  service  employees  on  Federal  service  contracts. 

We  recommend  also  that  the  Administrator  monitor  the  impact  of 
repeal  on  service  contract  employees.  If  he  determines  that 
repeal  of  SCA  has  an  adverse  impact  on  the  employees,  the  Admin¬ 
istrator  should  develop  administrative  policies  or  legislative 
recommendations  to  deal  with  the  problem. 

BUDGETARY  IMPACT  OF 
OUR  RECOMMENDATIONS 


Implementation  of  our  recommendations  would  affect  the  bud¬ 
gets  of  all  Federal  agencies  that  contract  for  services.  The 
specific  amounts  budgeted  and  obligated  for  such  contract  services 
Government-wide  are  unknown.  Unaudited  Federal  Procurement  Data 
System  data  show,  however,  that  in  fiscal  year  1981,  Federal  agen¬ 
cies  awarded  46,461  contracts — valued  at  more  than  $10,000  each 
and  totaling  about  $5.7  billion--that  were  subject  to  SCA.  Con¬ 
tract  awards  valued  at  $10,000  or  less  in  fiscal  year  1981  totaled 
about  $11.1  billion  and  represented  more  than  17.6  million  in¬ 
dividual  procurement  actions,  but  information  on  the  number  and 
amount  of  such  contracts  subject  to  SCA  is  not  available.  However 
a  significant  portion  of  these  contracts  probably  were  valued  at 
more  than  $2,500  and  were  subject  to  SCA. 

For  14  of  19  service  contracts  for  which  labor  hour  data  were 
available,  we  found  that  total  contract  costs  may  have  increased 
by  about  $459,000  to  $527,000  (9.9  to  11.6  percent).  Although  we 
cannot  statistically  project  our  sample  results,  we  believe  the 
differences  between  our  survey  results  and  Labor's  issued  wage 
rates  and  fringe  benefits  are  indicative  of  the  inflated  costs 


resulting  from  Labor's  SCA  determinations.  Thus,  repealing  SCA 
could  reduce  annual  Government  expenditures  for  contract  services 
by  hundreds  of  millions  of  dollars. 


Implementation  of  the  recommended  administrative  procedures, 
in  our  opinion,  would  result  in  additional  administrative  costs 
for  the  procuring  agencies  during  the  bid  evaluation  process. 
However,  we  believe  such  costs  would  be  offset  by  other  cost 
reductions  and  efficiencies  in  administration.  For  example, 
repealing  SCA  could  substantially  reduce  the  lead  time  required 
for  awarding  Federal  service  contracts  by  eliminating  the  pre¬ 
paration,  submission,  and  processing  of  requests  for  wage  deter¬ 
minations  before  solicitations  of  bids,  requests  for  proposals, 
or  commencement  of  contract  negotiations.  Further,  Labor's  costs 
of  about  $7  million  annually  to  administer  and  enforce  SCA  would 
be  eliminated. 

AGENCY  AND  OTHER  COMMENTS 
AND  OUR  EVALUATION 

We  provided  copies  of  a  draft  of  this  report  for  review  and 
comment  to  eight  Federal  agencies,  the  Presidential  Task  Force  on 
Regulatory  Relief,  and  10  organizations  outside  of  the  Federal 
Government  that  are  involved  with  SCA  by  representing  either  serv¬ 
ice  employees.  Federal  contracting  officials,  or  service  contrac¬ 
tors  (see  app.  XIII).  Responding  comments  (see  apps.  XIV  to  XXVII) 
represent  a  wide  range  of  views  from  (1)  a  strong  endorsement  by 
the  General  Services  Administration  (GSA)  of  our  recommendation  on 
repeal  of  SCA,  (2)  appreciation  from  the  National  Council  of  Tech¬ 
nical  Service  Industries  for  our  diligence  in  revealing  in  detail 
the  costly  deficiencies  inherent  in  SCA,  to  (3)  a  strong  criticism 
by  the  AFL-CIO  of  our  review  scope  and  methodology. 

Comments  by  Federal  agencies  and  others  on  our  draft  report 
and  our  evaluation  of  them  follow. 

Office  of  Management  and  Budget 

By  letter  dated  September  17,  1982  (see  app.  XIV),  OMB  stated 
that  this  report  is  a  careful  analysis  and  detailed  compilation 
of  some  of  the  problems  associated  with  administering  SCA.  OMB 
stated,  however,  that  our  recommendation  on  repeal  of  SCA  appeared 
premature  because  Labor  is  making  changes  in  its  regulations  that 
would  correct  or  alleviate  many  of  the  problems  of  coverage  and 
administration  of  SCA.  According  to  OMB,  Labor  estimates  that 
these  changes  would  produce  Federal  contract  savings  of  about 
$240  million  annually.  OMB  explained  that  it  is  required  to  re¬ 
view  Labor's  proposed  changes,  and  as  a  part  of  the  rulemaking 
process,  it  would  be  inappropriate  for  OMB  to  comment  more  spe¬ 
cifically  on  our  report  at  this  time. 


We  agree  with  OMB  that  Labor's  proposed  SCA  regulations--if 
implemented — would  correct  or  alleviate  many  of  the  problems  of 
contract  coverage  and  administration.  However,  we  do  not  agree 
that  our  recommendation  on  repeal  of  SCA  is  premature  because,  as 
stated  in  chapter  5  of  this  report,  Labor's  proposed  SCA  regula¬ 
tions  would  leave  unresolved  the  underlying  problems  of  develop¬ 
ing  accurate  prevailing  wage  rates  and  fringe  benefits. 

Department  of  Labor 

By  letter  dated  August  20,  1982  (see  app.  XV),  Labor  stated 
that  it  did  not  find  sufficient  foundation  in  the  draft  report 
to  conclude  whether  the  public  interest  would  best  be  served  by 
repeal  of  SCA  and  therefore  made  no  comment  on  our  legislative 
recommendation.  Labor  did,  however,  raise  questions  concerning 
the  adequacy  of  our  sample  and  the  geographic  area  it  covered, 
the  methods  we  used  in  conducting  prevailing  wage  surveys,  and 
the  reasons  the  procuring  agencies  or  contractors  did  not  exercise 
their  right  under  section  4(c)  of  SCA  to  request  "substantial 
variance"  hearings. 

We  disagree  with  Labor  that  this  report  does  not  provide 
sufficient  data  to  conclude  whether  SCA  should  be  repealed.  We 
performed  this  review  at  19  Federal  agencies  and  the  District  of 
Columbia  Government,  contacted  172  Federal  agency  installations 
in  21  States  and  the  District  of  Columbia,  analyzed  150  of  Labor's 
wage  determinations,  and  performed  independent  surveys  for  25  of 
the  determinations.  The  time,  cost,  and  staff  resources  needed  to 
analyze  wage  determinations  and  perform  independent  wage  surveys 
sufficient  to  statistically  project  the  results  would  have  been 
very  high  and,  in  our  opinion,  unnecessary.  Care  was  taken  to 
assure  the  validity  of  the  randomness  of  our  samples  comprising 
the  150  determinations,  and  the  25  independent  surveys  we  performed 
were  selected  from  them.  Moreover,  all  wage  rate  and  fringe  bene¬ 
fit  determinations  were  and  continue  to  be  prepared  and  issued 
centrally  by  the  same  staff  applying  the  same  policies,  procedures, 
and  practices. 

We  realize  that  we  cannot  statistically  project  our  sample 
results  to  Labor's  universe  of  issued  determinations  because  of 
the  limited  numbers  of  wage  determinations  in  our  samples  and  the 
sampling  methodologies  used.  However,  we  believe  that  our  sample 
results--which  showed  that  Labor  usually  issued  determinations  with 
wage  rates  and  fringe  benefits  higher  than  those  we  found  prevailing 
in  localities  where  the  service  contract  work  was  performed — are  in¬ 
dicative  of  Labor's  problems  in  making  accurate  wage  determinations. 

Labor  noted  that,  while  SCA  determinations  are  issued  for 
locations  throughout  the  country,  our  sample  was  concentrated  in 
"Sun  Belt"  States.  Our  primary  objective  in  selecting  geographic 


areas  to  be  covered  by  our  review  was  to  include  those  areas  with 
the  greatest  concentration  of  service  contracts.  Accordingly, 
because  the  Department  of  Defense  (DOD)  and  NASA  account  for  a 
major  portion  of  Federal  service  contracts  issued,  we  selected 
the  geographic  areas  where  installations  of  both  DOD  and  NASA 
were  most  concentrated. 

Labor  questioned  whether  the  comparison  of  its  wage  determi¬ 
nation  rates  and  the  survey  rates  we  developed  was  valid  because 
we  did  not  consider  the  wages  that  would  have  been  paid  to  service 
workers  if  they  had  been  "direct  hire"  Federal  employees.  As 
discussed  in  chapter  3  and  appendix  IX  of  this  report.  Labor  used 
various  methods — without  consistency — to  give  consideration  to 
Federal  wage  rates  which  produced  significantly  different  wage 
determinations.  We  were  not  able  to  determine  whether  any  in¬ 
dividual  method  Labor  used  was  appropriate  for  consistent  use. 
Also,  we  had  no  reasonable  basis  for  establishing  our  own  method. 

In  addition,  as  we  pointed  out  in  chapter  1,  we  believe  it 
was  appropriate  to  exclude  Federal  wage  rates  from  our  analysis 
because  the  sizes  and  types  of  establishments  surveyed  to  develop 
wage  rates  for  direct-hire  Federal  wage  board  or  blue-collar 
employees  were  not  representative  of  Federal  service  contractors. 
Surveys  used  in  establishing  such  Federal  wage  rates  excluded  es¬ 
tablishments  employing  fewer  than  50  workers.  Most  SCA  contracts 
involve  service  activities  using  fewer  than  10  employees.  Also, 
much  of  the  wage  survey  data  used  to  establish  such  Federal  wage 
rates  came  from  establishments  in  the  manufacturing,  transporta¬ 
tion,  communications,  and  wholesale  trades  industries.  These  in¬ 
dustries  were  not  representative  of  service  industry  contractors 
providing  most  Government  services. 

Labor  further  questioned  the  validity  of  our  wage  rate  com¬ 
parison  because  it  said  that  at  least  8  of  the  25  wage  determina¬ 
tions  we  sampled  were  issued  in  accordance  with  section  4(c)  of 
SCA.  As  previously  discussed  in  this  report,  this  section  of  the 
act  mandates,  in  general,  that  successor  contractors  pay  no  less 
than  the  wage  rates  and  fringe  benefits  contained  in  a  predecessor 
contractor's  collective  bargaining  agreement,  unless  such  rates 
or  benefits  are  found,  after  a  hearing,  to  be  "substantially  at 
variance"  with  those  prevailing  in  the  locality.  Labor  stated 
that  under  SCA,  it  can  modify  the  rates  to  be  paid  by  a  successor 
contractor  only  if  there  is  a  hearing  and  questioned  why  the 
contracting  agencies  or  contractors  who  appeared  to  have  taken 
exception  to  the  rates  in  these  determinations  did  not  pursue 
their  prerogatives  to  request  "substantial  variance"  hearings 
as  provided  in  SCA  and  the  regulations. 

We  recognize  that  many  of  Labor's  wage  determinations  reflect 
collectively  bargained  rates  of  precedecessor  contractors  and  are 
issued  in  accordance  with  section  4(c)  of  SCA.  We  also  recognize 
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that  SCA  provides  for  relief  from  use  of  such  rates  when,  after  a 
hearing,  they  are  found  to  be  "substantially  at  variance"  with  rates 
prevailing  for  similar  services  in  the  same  area.  Although  our  re¬ 
view  showed  that  many  of  Labor's  wage  determinations  were  substan¬ 
tially  at  variance  with  rates  we  found  to  prevail  in  the  localities, 
the  variance  hearing  process  was  not  used  in  any  of  the  150  sampled 
wage  rate  and  fringe  benefit  determinations  we  reviewed. 

A  number  of  Federal  agency  officials  told  us  that  the  variance 
hearing  process  under  SCA  is  time-consuming,  costly,  and  ineffec¬ 
tive.  As  a  result,  we  were  told,  many  agency  officials  do  not 
bother  to  use  the  process  even  when  they  are  convinced  the  wage 
determination  Labor  issued  is  inflationary  and  varies  substantially 
from  wages  prevailing  in  the  area.  According  to  a  February  2, 

1979,  Labor  statement,  only  36  variance  hearing  requests  had  ever 
been  received,  and  only  20  of  those  requests  had  been  referred  to 
an  administrative  law  judge  for  hearing.  Following  is  an  example 
of  what  can  happen  when  the  variance  hearing  process  is  used. 

In  1977,  an  incumbent  contractor  at  NASA's  Dryden  Flight  Re¬ 
search  Center,  Edwards  Air  Force  Base,  California,  negotiated  a 
3-year  collective  bargaining  agreement  providing  wage  rates  which 
NASA  found  to  be  from  18  to  122  percent  above  comparable  wages 
in  the  locality  as  determined  from  a  BLS  area  wage  survey.  On 
February  6,  1978,  NASA  sought  relief  through  Labor's  variance  hear¬ 
ing  process.  After  23  months,  countless  staff-hours,  and  about 
$175,000  in  administrative  and  legal  costs,  NASA  finally  won  the 
case.  Labor,  however,  in  effect,  set  aside  the  administrative  law 
judge's  decision  by  issuing  a  revised  wage  determination  which  re¬ 
stored  wage  and  benefit  levels  close  to  those  originally  protested. 


We  continue  to  believe  that  it  would  be  impractical  and  very 
costly  for  Labor  to  administer  SCA  in  a  manner  that  would  ensure 
accurate  and  equitable  service  wage  determinations.  Accordingly, 
we  believe  the  most  logical  alternative  is  to  repeal  the  Service 
Contract  Act. 

Department  of  Defense 

By  letter  dated  September  8,  1982  (see  app.  XVI),  DOD,  in 
commenting  on  our  draft  report,  generally  agreed  with  the  findings 
in  our  report  and  stated  that  for  some  time  it  has  supported  re¬ 
vision  of  the  implementing  regulations  issued  by  Labor.  DOD  stated 
that — as  noted  in  our  report — Labor  is  proposing  revised  regula¬ 
tions,  but  although  these  would  improve  application  of  SCA,  major 
underlying  problems  would  remain  unresolved. 

DOD  further  stated  that,  while  it  favors  the  thrust  of  our 
recommendation,  it  defers  to  OMB  for  the  administration's  position 
on  outright  repeal. 


National  Aeronautics  and  Space  Administration 

By  letter  dated  August  17,  1982  (see  app.  XVII),  NASA  stated 
that  its  experience  with  SCA  is  generally  in  accord  with  our 
analysis  of  Labor's  methodology  in  making  wage  determinations 
and  its  limited  data  base.  NASA  agreed  that  Labor's  lack  of 
resources  has  not  allowed  accomplishment  of  the  original  intent 
of  the  Congress. 

NASA  generally  concurred  with  the  findings  of  our  draft  report 
but  had  concerns  regarding  our  suggested  administrative  policies 
that  would  substitute  the  SCA  protection  of  wages  and  fringe  bene¬ 
fits  for  all  service  employees.  However,  NASA  said  it  would  not 
oppose  repeal  of  SCA  provided  that  a  phase-in  plan  was  established 
which  would  provide  reasonable  protection  for  the  service  employees 
and  have  some  assurance  the  agencies  would  not  require  their  con¬ 
tractors  to  pay  excessive  labor  rates  and  fringe  benefits.  NASA 
believes  that  any  sudden  repeal  of  SCA  without  an  interim  phase-in 
plan  could  cause  serious  labor  problems  among  contractors  which 
would  be  disruptive  to  the  agency's  major  programs. 

NASA,  therefore,  suggested  that  repeal  of  SCA  should  be 
stayed  until  a  study  group  could  complete  an  in-depth  study  of 
various  alternatives  and  make  formal  recommendations.  NASA  also 
suggested  that  the  alternatives  to  be  studied  could  includes 

— Continue  SCA  and  reduce  the  scope  of  coverage  and  increase 
Labor's  resources. 

— Repeal  section  4(c)  of  SCA  and  continue  SCA  with  reduced 
scope  of  coverage. 

— Repeal  SCA  and  legislate  new  statutes  that  would  provide 
wage  protection  to  service  employees  by  establishing 
minimum  rates  paid  in  the  various  industries  on  a  State 
or  regional  basis. 

— Any  alternatives  should  be  applicable  only  to  service 
contracts  in  excess  of  $500,000. 

— Any  other  alternatives  or  recommendations  that  would 

provide  reasonable  protection  to  service  employees  as  well 
as  the  Federal  Government. 

NASA's  suggestion  for  an  in-depth  study  of  alternatives  to 
SCA  has  merit  in  that  some  elements  of  the  alternatives  encompass 
reducing  the  scope  of  coverage  and  limiting  the  dollar  amount  of 
contracts  covered.  However,  none  of  the  alternatives  addresses 
what  would  be  the  continuing  underlying  problem  of  developing  ac¬ 
curate  prevailing  wage  rates  and  fringe  benefits.  In  the  absence 
of  a  means  of  economically  and  effectively  establishing  accurate 
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prevailing  wage  rates  and  fringe  benefits,  we  continue  to  believe 
that  the  most  logical  alternative  is  to  repeal  SCA  and  allow  com¬ 
petitive  labor  market  forces  to  prevail  with  FLSA,  and  the  admin¬ 
istrative  procedures  we  are  recommending,  providing  a  measure  of 
wage  protection  to  employees. 

General  Services  Administration 


By  letter  dated  August  20,  1982  (see  app.  XVIII),  GSA  agreed 
with  the  draft  report's  major  conclusions  that  (1)  inherent  prob¬ 
lems  exist  in  the  administration  of  SCA  which  cannot  be  fully  re¬ 
solved  through  improvements  in  implementing  regulations,  (2)  ac¬ 
curate  wage  rates  and  fringe  benefits  for  incorporation  in  Federal 
contracts  are  difficult  to  obtain  and  are  generally  inflationary 
to  the  Government,  and  (3)  alternative  means  are  available  to  pro¬ 
vide  adequate  wage  and  benefit  protection  for  service  employees 
which  are  preferable  to  the  existing  statutory  mechanism.  GSA 
strongly  endorsed  the  draft  report's  primary  recommendation  on 
repeal  of  SCA. 

Department  of  Energy 

By  letter  dated  August  19,  1982  (see  app.  XIX),  the  Depart¬ 
ment  said  that  it  neither  questions  nor  challenges  the  findings 
in  our  report.  The  Department  also  stated,  however,  that  SCA 
and  its  administration  had  not  caused  it  any  major  difficulties. 

Veterans  Administration 

By  letter  dated  August  16,  1982  (see  app.  XX),  the  Veterans 
Administration  (VA)  stated  that  our  recommended  special  procure¬ 
ment  procedures  would  create  an  enormous  administrative  burden  for 
contracting  agencies  and  cause  them  to  incur  significant  costs. 
Rather  than  repeal  SCA,  VA  stated  it  would  be  more  appropriate  to 
adjust  the  dollar  threshold  at  which  SCA's  wage  determination  pro¬ 
visions  become  effective.  VA  suggested  a  purchase  threshold  of 
$25,000  instead  of  the  current  $2,500.  With  this  method,  VA  stated 
the  number  of  contract  actions  for  which  Labor  must  set  wage  rates 
and  fringe  benefits  would  be  substantially  reduced,  enabling  Labor 
to  administer  SCA  more  efficiently  and  effectively.  In  addition, 

VA  stated  that  the  data  used  to  set  wage  rates  and  fringe  benefits 
should  be  limited  to  service  trades  and  crafts  and  should  not  in¬ 
clude  white-collar  wage  and  fringe  benefit  data. 

VA's  suggestions  for  changes  in  administration,  like  NASA's 
suggestions,  have  merit  in  that  they  would  result  in  a  substantial 
reduction  in  the  number  of  contracts  requiring  wage  and  fringe 
benefit  determinations.  However,  VA's  suggestions  for  change, 
like  NASA's,  would  also  not  address  the  continuing  underlying 
problem  of  developing  accurate  prevailing  wage  rates  and  fringe 
benefits  for  contracts  in  excess  of  the  threshold. 


We  agree  with  VA  that  implementation  of  the  recommended  ad¬ 
ministrative  procedures  could  result  in  additional  administrative 
costs  for  the  procuring  agencies  during  the  bid  evaluation  process. 
However,  as  explained  under  the  "Budgetary  Impact  of  Our  Recom¬ 
mendations"  section  of  this  chapter  (see  p.  59),  we  believe  such 
costs  would  be  offset  by  other  cost  reductions  and  efficiencies  in 
administration. 

Postal  Service 


By  letter  dated  August  11,  1982  (see  app.  XXI),  the  Postmaster 
General  stated  that,  although  the  Postal  Service's  experiences 
with  SCA  are  not  specifically  discussed  in  the  report,  they  con¬ 
form  with  our  overall  findings  and  the  Postal  Service  would  benefit 
if  SCA  is  repealed. 

American  Federation  of  Labor  and 
Congress  of  industrial  Organizations 

By  letter  dated  August  19,  1982  (see  app.  XXII),  the  President 
of  AFL-CIO  disagreed  with  our  report  and  raised  questions,  similar 
to  those  raised  by  the  Department  of  Labor,  on  our  review  scope  and 
research  methodology. 

AFL-CIO  pointed  out  that  our  sample  was  drawn  from  a  universe 
of  3,533  wage  determinations  representing  determinations  from  so- 
called  "Sun  Belt"  States.  It  was  noted  that  there  were  about 
9,000  wage  determinations  covering  the  entire  country  in  effect 
at  the  time  of  our  study. 

As  discussed  in  our  response  to  the  Department  of  Labor's 
comments  on  a  draft  of  this  report,  we  believe  the  results  of 
our  samples  are  generally  representative  of  the  management  and 
implementation  of  SCA  wage  determinations.  With  respect  to  our 
selection  of  wage  determinations  from  so-called  "Sun  Belt"  States, 
we  selected  the  geographic  areas  where  DOD  and  NASA  installations 
are  concentrated  because  they  were  believed  to  account  for  a  major 
portion  of  Federal  service  contracts  issued.  This  method  was  used 
because,  at  the  time  our  study  began,  statistical  data  on  the  num¬ 
bers  of  Federal  service  contracts  awarded  in  each  State  by  each 
Federal  agency  were  not  available. 

Data  are  now  accumulated  by  OFPP's  Federal  Procurement  Data 
Center  operated  by  GSA  which  do  provide  a  breakdown,  by  agency 
and  by  State,  of  procurement  actions  over  $10,000  subject  to  SCA. 
The  following  table  shows  the  46,491  such  procurement  actions  in 
fiscal  year  1981  broken  down  by  the  19  States  and  the  District 
of  Columbia  covered  by  our  sample  and  the  remaining  States  not 
covered.  The  statistics  confirm  that  the  geographic  areas  covered 
by  the  wage  determinations  in  our  review  include  the  major  portion 
of  both  the  number  and  dollar  amount  of  SCA  procurement  actions. 


_ Procurement  actions  subject  to  SCA 

Number  Percent  Amount  Percent 


19  States  and 
District  of 
Columbia  covered 
by  our  review 

31  States  not 
covered  by 

our  review  18 ,289  39.3  1,730,558  30.3 

46  ,491  100.0  $5,712  ,678  100  .0 


AFL-CIO  also  questioned  the  appropriateness  of  including 
two  enclave  determinations  in  the  three  independent  wage  surveys 
we  performed  in  Florida.  It  indicated  that  these  represented 
66-2/3  percent  of  our  sample  for  Florida  and  were  a  statistical 
imbalance  because  SCA  enclave  determinations  represent  only 
23  percent  of  the  SCA  determinations  in  Florida.  AFL-CIO  noted 
that  Labor's  use  of  the  enclave  concept  has  been  a  source  of  con¬ 
tinual  complaints  by  the  NASA  and  DOD  procurement  community  not¬ 
withstanding  that  the  concept  is  used  in  relatively  few  situations 
and  those  are  mostly  in  Florida. 

We  agree  with  AFL-CIO  that  Labor's  enclave  determinations  are 
used  at  relatively  few  geographical  locations  involving  major  NASA 
and  DOD  installations,  but  do  not  agree  that  including  two  SCA  en¬ 
clave  determinations  in  our  independent  surveys  of  25  wage  deter¬ 
minations  was  inappropriate.  As  AFL-CIO  noted,  enclave  determi¬ 
nations  are  a  source  of  continual  concern  to  the  procurement 
community,  and  because  of  this,  we  believe  special  analysis  is 
warranted.  However,  the  question  of  a  statistical  imbalance  in 
our  25  independent  surveys,  by  including  two  enclave  determina¬ 
tions,  is  moot  because  our  initial  classification  of  Labor's  wage 
determination  No.  76-945,  Revision  3,  dated  April  6,  1979  (see 
GAO  wage  survey  no.  2,  app.  X),  as  an  enclave  determination  in 
our  draft  report  was  in  error.  Our  further  analysis  of  Labor's 
determination  showed  that,  in  making  the  determination.  Labor 
used  BLS  wage  survey  data  covering  a  locality  outside  the  Federal 
enclave.  Thus,  only  1  of  our  25  independent  wage  surveys  involved 
a  Labor  SCA  enclave  determination. 

The  Institute  of  Electrical 
ancT  Electronics  Englniirs,  Inc. 

By  letter  dated  August  20,  1982  (see  app.  XXIII),  the  Insti¬ 
tute  stated  that  experience  indicates  regulations  can  be  used  to 
alleviate  wage  busting  problems  only  if  there  is  a  supportive  ad¬ 
ministrator  and  that  "fringe  benefit  busting"  continues  to  be  a 


(000  omitted) 


28,202  60.7  $3,982,120  69.7 


problem  with  or  without  regulations.  The  Institute  therefore  does 
not  support  repeal  of  SCA.  In  addition ,  the  Institute  observed 
that  our  calculations  were,  on  the  average,  within  10  percent  of 
Labor's  and,  realistically,  that  is  probably  good  enough. 

Concerning  the  Institute's  observation  that  wage  busting 
problems  would  be  alleviated  only  if  administrators  are  supportive, 
we  have  no  reason  to  believe  that  agency  officials  responsible  for 
procurement  matters  would  not  support  preventive  wage  busting  pro¬ 
cedures.  In  fact,  as  discussed  in  chapter  6,  our  three  reviews  of 
alleged  wage  busting  of  employees  has  shown  that  the  administra¬ 
tive  procedures  were  adhered  to  by  agency  officials. 

The  Institute's  statement — that  in  at  least  two  previous  GAO 
reports  1/  fringe  benefit  busting  was  documented — is  misleading 
in  that  it  refers  to  a  pension  benefit  issue  outside  the  sphere 
of  SCA. 

In  the  two  reports,  we  stated: 

— There  is  no  overall  Government  policy  regarding  whether, 
or  to  what  extent.  Federal  agencies  should  attempt  to 
protect  the  pension  benefits  of  contractors’  employees 
working  at  Government  installations. 

— Contractor  employees  at  Federal  installations  have  lost, 
and  will  probably  continue  to  lose,  pension  benefits 
because  their  employers  change  even  though  their  jobs  do 
not . 

— Contracts  are  often  for  less  time  than  is  needed  for  em¬ 
ployees  to  obtain  a  nonforfeitable  right  to  pension  bene¬ 
fits,  and  new  contractors  do  not  usually  give  credit  for 
service  with  prior  contractors. 

We  recommended  that,  if  the  Congress  determines  that  the  pension 
benefits  of  contractor  employees  who  work  for  long  periods  of 
time  at  Federal  installations  should  be  protected,  it  direct  the 
Administrator  for  Federal  Procurement  Policy  to  establish  a 
Government-wide  policy  and  implementing  regulations  to  help 
ensure  such  protection. 


1/Report  to  the  Congress  entitled  "Pension  Losses  of  Contractor 
Employees  at  Federal  Installations  Can  Be  Reduced"  (HRD-81-102, 
Sept.  3,  1981) . 

Report  to  Senator  Howell  Heflin  entitled  "Review  of  Pension 
and  Fringe  Benefits  for  Contractors'  Employees  at  the  National 
Aeronautics  and  Space  Administration's  Marshall  Space  Flight 
Center  (HRD-81-142,  Sept.  28,  1981). 
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We  do  not  agree  with  the  Institute  that  a  10-percent  variance 
in  Labor's  wage  determinations  from  the  wages  that  prevail  in  a 
locality  is  reasonable.  As  illustrated  from  our  25  wage  surveys, 
such  a  variance  results  in  substantial  increased  costs  to  the 
Government.  Moreover,  our  wage  surveys  of  66  job  classifications 
showed  that  Labor's  issued  wage  rates,  in  some  instances,  were  as 
much  as  103.8  percent  higher  than  those  we  found  to  more  nearly 
prevail  in  the  localities  surveyed.  Such  extreme  differences  can 
significantly  distort  and  adversely  influence  the  wage  structure 
for  service  workers  in  a  locality. 

Chamber  of  Commerce  of  the  United  States 

By  letter  dated  September  17,  1982  (see  app.  XXIV),  the 
Chamber  of  Commerce  wholeheartedly  agreed  that  SCA  should  be  re¬ 
pealed.  It  stated  that  SCA  (1)  is  contrary  to  the  public  interest 

(2)  is  injurious  to  America's  international  competitive  position, 

(3)  is  discriminatory  against  small  business,  (4)  is  inconsistent 
with  a  non- inf lat ionary  economic  policy,  (5)  unduly  increases  the 
cost  of  service  contracts,  (6)  arbitrarily  inflates  wages,  and  (7) 
creates  added  burdens  on  contractors  doing  business  with  the 
Government.  It  noted  that  our  report  is  well  researched  and  pro¬ 
vides  a  solid  base  of  information  for  an  obscured,  yet  important 
law. 

National  Council  of 
Technical  Service  Industries 

By  letter  dated  August  26,  1982  (see  app.  XXV),  the  Executive 
Director  of  the  National  Council  of  Technical  Service  Industries 
stated  that  our  study  was  welcome  because  it  focused  on  the  highly 
inflationary  aspects  of  SCA,  which  is  a  defect  that  the  Council 
believes  cannot  be  remedied  by  patching  up  SCA  or  expanding  the 
bureaucracy. 

The  Executive  Director  also  stated  that  the  general  infla¬ 
tionary  impact  of  SCA  has  been  magnified  by  the  administrative 
practices  which  allowed  wage  rates  in  one  locality  to  be  imposed 
upon  other  localities.  He  explained  that  the  Council  has  sup¬ 
ported  Labor's  proposed  regulations  which  it  believed  took  great 
steps  toward  a  remedy--wage  determinations  should  apply  in  one 
and  only  one  locality.  However,  he  stated  that,  since  this  is  a 
costly  process,  the  Council  also  concludes  that  it  would  be  a  more 
efficient  use  of  Federal  resources  to  make  adjustments  in  the  pro¬ 
curement  process  which  will  assure  decent  wages  for  employees  of 
the  Council's  members  without  the  vast  bureaucratic  overlay  re¬ 
quired  by  SCA. 


Coal it ion  for  Common  Sense  in 
Government  Procurement 

By  letter  dated  August  26,  1982  (see  app.  XXVI),  the  Coalition 
for  Common  Sense  in  Government  Procurement  stated  that  the  Coali¬ 
tion  concurs  that  SCA  should  be  repealed  based  on  our  findings. 

The  Coalition  also  stated  that  an  additional  reason  for  repeal 
was  Labor's  attempts  in  past  years  to  extend  SCA  far  beyond  the 
intent  of  the  Congress.  It  cited,  as  an  example.  Labor's  attempt 
to  extend  SCA  coverage  to  ADP  and  high-technology  companies  and 
our  September  1980  report  1/  on  the  attempt.  It  stated  that, 
while  much  of  the  problem  would  be  alleviated  by  Labor's  proposed 
regulations,  the  problem  of  overapplication  of  SCA  will  undoubtedly 
recur  in  the  future. 

Computer  and  Business  Equipment 
Manufacturers  Association,  Scientific 
Apparatus  Makers  Association ,  and 
American  Electronics  Association 

By  letter  dated  August  18,  1982  (see  app.  XXVII),  the  Manager 
of  the  Computer  and  Business  Equipment  Manufacturers  Association 
provided  joint  comments  on  the  draft  report  on  behalf  of  his  Asso¬ 
ciation,  the  Scientific  Apparatus  Makers  Association,  and  the 
American  Electronics  Association.  The  Associations  agreed  with 
certain  sections  of  the  draft  report  but  had  some  reservations 
about  our  overall  recommendation  on  repeal  of  SCA.  According  to 
the  Associations,  the  Congress  never  intended  SCA  to  cover  the  types 
of  product  support  services  offered  by  the  Associations'  industry. 
The  Associations  further  stated  that  there  is  a  need  for  protec¬ 
tion  for  unskilled  and  semiskilled  nonmobile  workers  against  the 
practice  of  "wage-busting"  in  those  industries  which  have  a  history 
of  such  practices. 

We  agree  that  there  is  a  need  to  protect  workers  against  wage 
busting.  However,  as  discussed  in  chapter  6  of  this  report,  we 
do  not  believe  that  SCA  is  needed  to  provide  such  protection. 

Committee  on  Contracting  Out 

The  Committee  on  Contracting  Out  declined  to  comment  on  our 
draft  report.  The  Chairman  of  its  Steering  Committee  explained 
that  the  Committee  on  Contracting  Out  is  a  loose  coalition  of  in¬ 
dustry  associations.  The  associations  have  member  companies  which 
support  them  financially  but  in  no  way  does  this  convey  authority 


1/See  footnote  1  on  page  48. 
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to  speak  for  any  member  company  unless  specifically  so  instructed 
or  through  authorized  channels  such  as  special  committees. 

Although  not  commenting  on  the  draft  report  on  its  own 
behalf,  the  Committee  on  Contracting  Out  made  the  draft  report 
available  to  its  subscribing  associations  and  encouraged  them 
to  respond  directly  to  us  on  the  report.  One  of  the  subscribing 
associations  in  turn  made  the  cover  summary  and  digest  of  the 
draft  report  available  to  its  member  companies.  As  a  result,  we 
received  comments  from  six  of  the  subscribing  associations  1/  and 
five  of  the  member  companies,  each  of  which  supported  our  recom¬ 
mendation  on  repeal  of  SCA.  The  comments  from  the  following 
associations  and  companies  are  available  for  inspection  at  GAO's 
Human  Resources  Division  in  Washington,  D.C. 

1.  Aerospace  Industries  Association  of  America,  Inc. 

2.  American  Consulting  Engineers  Council 

3.  Electronic  Industries  Association 

4.  National  Audio-Visual  Association,  Inc. 

5.  National  Small  Business  Association 

6.  Private  Sector  Fire  Association 

7.  CDI  Corporation 

8.  Hewlett  Packard  Company 

9.  Martin  Marietta  Aerospace 

10.  McDonnell  Douglas  Corporation 

11.  United  Technologies  Corporation 


1/In  addition,  we  asked  one  of  the  Committee's  subscribing 

associations--National  Council  of  Technical  Service  Industries — 
to  comment  on  the  draft  report.  Its  comments  are  included  as 
app.  XXV  and  are  discussed  on  page  69.  Another  subscribing 
association--Amer ican  Electronics  Association — joined  the 
Computer  and  Business  Equipment  Manufacturers  Association  and 
the  Scientific  Apparatus  Makers  Association  in  commenting  on 
our  draft  report  (see  p.  70  and  app.  XXVII). 
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PRIOR  GAO  REPORTS  DEALING  WITH 
OR  INCLUDING  SERVICE  CONTRACT  ACT  ISSUES 

1.  Report  to  the  Assistant  Secretary  for  Administration  and 
Management,  Department  of  Labor,  on  "Procedures  Used  to 
Prescribe  Minimum  Wage  Rates  and  Fringe  Benefits  for  Drivers 
on  Star  Route  Mail  Hauling  Contracts  Awarded  by  the  U.S. 

Postal  Service"  (Sept.  29,  1972). 

2.  Report  to  the  Secretary  of  Labor  entitled  "Propriety  of 
Minimum  Wage  Determinations  for  Clerical  and  Other  Office 
Employees  Under  the  Service  Contract  Act"  (B-151261,  Nov.  30, 
1973)  . 

3.  Report  to  Representative  Patricia  Schroeder  entitled  "Use, 
Administration,  and  Enforcement  of  Davis-Bacon  Act  and  Service 
Contract  Act  Labor  Standards  Provisions  by  Selected  Federal 
Agencies  in  Colorado  for  Carpetlaying  Contracts"  (MWD-76-44, 
Nov.  24,  1975  ) . 

4.  Report  to  the  Chairman,  Nonappropriated  Fund  Panel,  Subcom¬ 
mittee  on  Investigations,  House  Committee  on  Armed  Services, 
entitled  "Contracting  for  Military  Exchange  Concessions" 
(FPCD-77-79,  Nov.  30,  1977),  pp.  7  and  8. 

5.  Report  to  the  Chairman,  Subcommittee  on  Labor-Management 
Relations,  House  Committee  on  Education  and  Labor,  entitled 
"Review  of  Compliance  With  Labor  Standards  for  Service  Con¬ 
tracts  by  Defense  and  Labor  Departments"  (HRD-77-136, 

Jan.  19,  1978). 

6.  Report  to  the  Chairman,  Subcommittee  on  Federal  Spending 
Practices  and  Open  Government,  Senate  Committee  on  Govern¬ 
mental  Affairs,  entitled  "Special  Procurement  Procedures 
Helped  Prevent  Wage  Busting  Under  Federal  Service  Contracts 
in  the  Cape  Canaveral  Area"  (HRD-78-49,  Feb.  28,  1978). 

7.  Report  to  the  Congress  entitled  "Development  of  a  National 
Make-or-Buy  Strategy — Progress  and  Problems"  (PSAD-78-118, 
Sept.  25,  1978),  pp.  53-57. 

8.  Report  to  the  Congress  entitled  "The  Davis-Bacon  Act  Should 
Be  Repealed"  (HRD-79-18,  Apr.  27,  1979),  pp.  27-28. 

9.  Report  to  the  Congress  entitled  "GSA  '  s  Personal  Property 
Repair  and  Rehabilitation  Program:  A  Potential  for  Fraud?" 
(PSAD-80-5,  Nov.  14,  1979),  pp.  ii  and  12-19. 
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10.  Report  to  the  Chairman,  Subcommittee  on  Resource  Protection, 
Senate  Committee  on  Environment  and  Public  Works,  and  the 
Chairman,  Subcommittee  on  Natural  Resources  and  Environment, 
House  Committee  on  Science  and  Technology,  entitled  "Is 
Adequate  Support  Provided  for  Environmental  Protection 
Agency  In-House  Research?"  (CED-80-50,  Feb.  4,  1980), 

pp.  5-6. 

11.  Report  to  the  Chairman,  House  Committee  on  Government  Opera¬ 
tions,  entitled  "Service  Contract  Act  Should  Not  Apply  to 
Service  Employees  of  ADP  and  High-Technology  Companies"  (HRD- 

80- 10  2,  Sept.  16,  1980). 

12.  Report  to  the  Administrator,  Office  of  Federal  Procurement 
Policy,  Office  of  Management  and  Budget,  entitled  "Should 
Small  Purchases  Be  Exempt  from  Complying  with  Social  and 
Economic  Program  Requirements?"  (PSAD-80-77,  Sept.  26,  1980). 

13.  Report  to  the  Chairman,  Subcommittee  on  Human  Resources, 

House  Committee  on  Post  Office  and  Civil  Service,  and  Repre¬ 
sentative  Benjamin  A.  Gilman  entitled  "Contracting  Out  of 
Selected  In-House  Commercial  and  Industrial-Type  Activities 
at  the  U.S.  Military  Academy,  West  Point,  New  York"  (PSAD- 

81- 4,  Dec.  4,  1980). 

14.  Report  to  the  Chairman,  Subcommittee  on  Labor-Management 
Relation  ..  House  Committee  on  Education  and  Labor,  and 
Representative  Gladys  Noon  Spellman  entitled  "Review  of 
Contractors '  Pension  and  Other  Benefits  for  Employees  Work¬ 
ing  at  National  Aeronautics  and  Space  Administration's 
Scientific  and  Technical  Information  Facility"  (HRD-81-49, 
Jan.  30,  1981). 

15.  Report  to  Representatives  Henry  S.  Reuss  and  Stewart  B. 
McKinney  entitled  "Federal  Reserve  Security  Over  Currency 
Transportation  Is  Adequate"  (GGD-81-27,  Feb.  23,  1981). 

16.  Report  to  the  Chairman,  House  Committee  on  Government  Opera¬ 
tions,  entitled  "Service  Contract  Act  Should  Not  Apply  to 
Service  Employees  of  ADP  and  High-Technology  Companies--A 
Supplement"  (HRD-80- 102 (A ) ,  Mar.  25,  1981). 

17.  Report  to  the  Chairmen,  Senate  and  House  Committees  on  Armed 
Services,  entitled  "Factors  Influencing  DOD  Decisions  to 
Convert  Activities  from  In-House  to  Contractor  Performance" 
(PLRD-81-19,  Apr.  22,  1981),  pp.  iii,  21,  22,  and  25-27. 

18.  Report  to  the  Congress  entitled  "GSA ' s  Cleaning  Costs  Are 
Needlessly  Higher  Than  in  the  Private  Sector"  (AFMD-81-78, 
Aug.  24,  1981),  p.  6. 
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19.  Report  to  the  Chairman,  Subcommittee  on  Defense,  House 
Committee  on  Appropriations,  entitled  "Review  of  DOD  Con¬ 
tracts  Awarded  Under  OMB  Circular  A-76"  (PLRD-81-58, 

Aug.  26,  1981),  pp.  2,  15,  18,  20,  21,  23,  27,  and  30. 

20.  Report  to  the  Congress  entitled  "Pension  Losses  of  Contrac¬ 
tor  Employees  at  Federal  Installations  Can  Be  Reduced" 

(HRD-8 1-10  2,  Sept.  3,  1981). 

21.  Report  to  Senator  Howell  Heflin  entitled  "Review  of  Pension 
and  Fringe  Benefits  for  Contractors'  Employees  at  the  Na¬ 
tional  Aeronautics  and  Space  Administration's  Marshall  Space 
Flight  Center"  (HRD-81-142,  Sept.  28,  1981). 

22.  Report  to  Representative  Paul  Simon  entitled  "Flaws  in 
Contractor  Support  for  the  Department  of  Labor's  Black  Lung 
Program"  (PLRD-82-43,  Apr.  2,  1982),  pp.  6  and  7. 

23.  Report  to  the  Chairman,  Subcommittee  on  Labor-Management 
Relations,  House  Committee  on  Education  and  Labor,  entitled 
"Assessment  of  Federal  Agency  Compliance  with  the  Service 
Contract  Act"  (GAO/HRD-82-59,  July  21,  1982). 
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SERVICE  CONTRACT  ACT  OF  1965,  AS  AMENDED 

(41  U.S.C.  351,  ft  teq.) 

(Revised  text1  showing  in  italics  new  or  amended  language  provided  by  Public  Law  92-473,  as  enacted  Octo¬ 
ber  9,  1972,  and  in  bold  face  new  or  amended  language  provided  by  Public  Law  94-489,  as  enacted  October  13,  1976. ) 

AN  ACT  To  provide  labor  standards  for  certain  persons  employed  by  Federal  contractors  to  furnish  services  to 
Federal  agencies,  and  for  other  purposes. 


Be  it  enacted  by  the  Senate  and  House  of 
in  Congress  assembled,  That  this  Act  may  be 

Sec.  2.  (a)  Every  contract  (and  any  bid 
specification  therefor)  entered  into  by  the 
United  States  or  the  District  of  Columbia  in 
excess  of  $2,500,  except  as  provided  in  section 
7  of  this  Act,  whether  negotiated  or  advertised, 
the  principal  purpose  of  which  is  to  furnish 
services  in  the  United  States  through  the  use 
of  service  employees  shall  contain  the  follow¬ 
ing: 

(1)  A  provision  specifying  the  minimum 
monetary  wages  to  be  paid  the  various 
classes  of  service  employees  in  the  perform¬ 
ance  of  the  contract  or  any  subcontract 
thereunder,  as  determined  by  the  Secretary, 
or  his  authorized  representative,  in  accord¬ 
ance  with  prevailing  rates  for  such  employ¬ 
ees  in  the  locality,  or,  where  a  collective  bar¬ 
gaining  agreement  covers  any  such  service 
employees,  in  accordance  with  the  rates  for 
such  employees  provided  for  in  such  agree¬ 
ment,  including  prospective  wage  increases 
provided  for  in  such  agreement  as  a  result  of 
arm’s-length  negotiations.  In  no  case  shall 
such  wages  be  lower  than  the  minimum  speci¬ 
fied  in  subsection  (b). 

(2)  A  provision  specifying  the  fringe 
benefits  to  be  furnished  the  various  classes 
of  service  employees,  engaged  in  the  per¬ 
formance  of  the  contract  or  any  subcontract 
thereunder,  as  determined  by  the  Secretary 
or  his  authorized  representative  to  be  pre¬ 
vailing  for  such  employees  in  the  locality, 
or,  where  a  collective-bargaining  agreement 

I  Public  Luw  89-284,  79  Sttt.  1034,  u  amended  by  Public  Law 
99-478.  8*  Stat.  789;  by  Public  Law  93-87,  87  Sttt.  MO;  and  by 
Public  Law  94.489,  90  Sttt.  8888. 

SOURCE : 

U.S.  DEPARTMENT  OF  LABOR 
Employment  Standard!  Administration 
Wage  and  Hour  Division 


Representatives  of  the  United  States  of  America 
cited  as  the  “Sen  ice  Contract  Act  of  1965”. 

covers  any  such  service  employees,  to  be  pro¬ 
vided  for  in  such  agreement,  including  pro¬ 
spective  fringe  benefit  increases  provided  for 
in  such  agreement,  as  a  result  of  arm's-length 
negotiations.  Such  fringe  benefits  shall  in¬ 
clude  medical  or  hospital  care,  pensions  on 
retirement  or  death,  compensation  for  in¬ 
juries  or  illness  resulting  from  occupational 
activity,  or  insurance  to  provide  any  of  the 
foregoing,  unemployment  benefits,  life  in¬ 
surance,  disability  and  sickness  insurance, 
accident  insurance,  vacation  and  holiday  pay, 
costs  of  apprenticeship  or  other  similar  pro¬ 
grams  and  other  bona  fide  fringe  benefits  not 
otherwise  required  by  Federal,  State,  or  local 
law  to  be  provided  by  the  contractor  or  sub¬ 
contractor.  The  obligation  under  this  sub- 
paragraph  may  be  discharged  by  furnishing 
any  equivalent  combinations  of  fringe  bene¬ 
fits  or  by  making  equivalent  or  differential 
payments  in  cash  under  rules  and  regulations 
established  by  the  Secretary. 

(3)  A  provision  that  no  part  of  the  serv¬ 
ices  covered  by  this  Act  will  be  performed  in 
buildings  or  surroundings  or  under  working 
conditions,  provided  by  or  under  the  control 
or  supervision  of  the  contractor  or  any  sub¬ 
contractor,  which  are  unsanitary  or  hazar¬ 
dous  or  dangerous  to  the  health  or  safety  of 
service  employees  engaged  to  furnish  the 
services. 

(4)  A  provision  that  on  the  date  a  service 
employee  commences  work  on  a  contract  to 
which  this  Act  applies,  the  contractor  or 
subcontractor  will  deliver  to  the  employee  a 
notice  of  the  compensation  required  under 
paragraphs  (1)  and  (2)  of  this  subsection, 
on  a  form  prepared  by  the  Federal  agency. 
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or  will  post  a  notice  of  the  required  compen¬ 
sation  in  a  prominent  place  at  the  worksite. 

(5)  A  statement  of  the  rates  that  would 
be  paid  by  the  Federal  agency  to  the  various 
classes  of  service  employees  if  section  5341 
or  section  5332  of  title  5,  United  States  Code, 
were  applicable  to  them.  The  Secretary  shall 
give  due  consideration  to  such  rates  in  mak¬ 
ing  the  wage  and  fringe  benefit  determina¬ 
tions  specified  in  this  section. 

(b)(1)  No  contractor  who  enters  into  any 
contract  with  the  Federal  Government  the 
principal  purpose  of  which  is  to  furnish  serv¬ 
ices  through  the  use  of  service  employees  and 
no  subcontractor  thereunder  shall  pay  any  of 
his  employees  engaged  in  performing  work  on 
such  contracts  less  than  the  minimum  wage 
specified  under  section  6(a)(1)  of  the  Fair 
Labor  Standards  Act  of  1938,  as  amended  (52 
Stat.  1060;  29  U.S.C.  201,  et  seq.). 

(2)  The  provisions  of  sections  3,  4,  and  5 
of  this  Act  shall  be  applicable  to  violations  of 
this  subsection. 

SEC.  3.  (a)  Any  violation  of  any  of  the  con¬ 
tract  stipulations  required  by  section  2(a)  (1) 
or  (2)  or  of  section  2(b)  of  this  Act  shall 
render  the  party  responsible  therefor  liable  for 
a  sum  equal  to  the  amount  of  any  deductions, 
rebates,  refunds,  or  underpayment  of  compen¬ 
sation  due  to  any  employee  engaged  in  the  per¬ 
formance  of  such  contract.  So  much  of  the  ac¬ 
crued  payment  due  on  the  contract  or  any  other 
contract  between  the  same  contractor  and  the 
Federal  Government  may  be  withheld  as  is 
necessary  to  pay  such  employees.  Such  with¬ 
held  sums  shall  be  held  in  a  deposit  fund.  On 
order  of  the  Secretary,  any  compensation  which 
the  head  of  the  Federal  agency  or  the  Secre¬ 
tary  has  found  to  be  due  pursuant  to  this  Act 
shall  be  paid  directly  to  the  underpaid  employ¬ 
ees  from  any  accrued  payments  withheld  under 
this  Act. 

(b)  In  accordance  with  regulations  pre¬ 
scribed  pursuant  to  section  4  of  this  Act,  the 
Federal  agency  head  or  the  Secretary  is  hereby 
authorized  to  carry  out  the  provisions  of  this 
section. 

(c)  In  addition,  when  a  violation  is  found 
of  any  contract  stipulation,  the  contract  is 


subject  upon  written  notice  to  cancellation  by 
the  contracting  agency.  Whereupon,  the  United 
States  may  enter  into  other  contracts  or  ar¬ 
rangements  for  the  completion  of  the  original 
contract,  charging  any  additional  cost  to  the 
original  contractor. 

Sec.  4.  (a)  Sections  4  and  5  of  the  Act  of 
June  30,  1936  (49  Stat.  2036),  as  amended, 
shall  govern  the  Secretary’s  authority  to  en¬ 
force  this  Act,  make  rules,  regulations,  issue 
orders,  hold  hearings,  and  make  decisions 
based  upon  findings  of  fact,  and  take  other 
appropriate  action  hereunder. 

(b)  The  Secretary  may  provide  such  rea¬ 
sonable  limitations  and  may  make  such  rules 
and  regulations  allowing  reasonable  varia¬ 
tions,  tolerances,  and  exemptions  to  and  from 
any  or  all  provisions  of  this  Act  ( other  than 
section  10),  but  only  in  special  circumstances 
where  he  determines  that  such  limitation, 
variation,  tolerance,  or  exemption  is  necessary 
and  proper  in  the  public  interest  or  to  avoid 
the  serious  impairment  of  government  busi¬ 
ness,  and  is  in  accord  with  the  remedial  pur¬ 
pose  of  this  Act  to  protect  prevailing  labor 
standards. 

(c)  No  contractor  or  subcontractor  under  a 
contract,  which  succeeds  a  contract  subject  to 
this  Act  and  under  which  substantially  the 
same  services  are  furnished,  shall  pay  any  serv¬ 
ice  employee  under  such  contract  less  than  the 
wages  and  fringe  benefits,  including  accrued 
wages  and  fringe  benefits,  and  any  prospec¬ 
tive  increases  in  wages  and  fringe  benefits 
provided  for  in  a  collective-bargaining  agree¬ 
ment  as  a  result  of  arm's-length  negotiations, 
to  which  such  service  employees  w<r>dd  have 
been  entitled  if  they  were  employed  under  the 
predecessor  contract:  Provided,  That  in  any 
of  the  foregoing  circumstances  such  obliga¬ 
tions  shall  not  apply  if  the  Secretary  finds  after 
a  hearing  in  accordance  with  regulations 
adopted  by  the  Secretary  that  such  wages  and 
fringe  benefits  are  substantially  at  variance 
with  those  which  prevail  for  services  of  a  char¬ 
acter  similar  in  the  locality. 

(d)  Subject  to  limitations  in  annual  appro¬ 
priation  Acts  but  notwithstanding  any  other 
provision  of  law,  contracts  to  which  this  Act 
applies  may,  if  authorized  by  the  Secretary, 
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be  for  any  term  of  years  not  exceeding  five,  if 
each  such  contract  provides  for  the  periodic 
adjustment  of  wages  and  fringe  benefits  pur¬ 
suant  to  future  determinations,  issued  in  the 
manner  prescribed  in  section  2  of  this  Act  no 
less  often  than  once  every  two  years  during  the 
term  of  the  contract,  covering  the  various 
classes  of  service  employees. 

Sec.  5.  (a)  The  Comptroller  General  is  di¬ 
rected  to  distribute  a  list  to  all  agencies  of  the 
Government  giving  the  names  of  persons  or 
firms  that  the  Federal  agencies  or  the  Secre¬ 
tary  have  found  to  have  violated  this  Act.  Un¬ 
less  the  Secretary  otherwise  recommends  be¬ 
cause  of  unusual  circumstances,  no  contract  of 
the  United  States  shall  be  awarded  to  the  per¬ 
sons  or  firms  appearing  on  this  list  or  to  any 
firm,  corporation,  partnership,  or  association  in 
which  such  persons  or  firms  have  a  substantial 
interest  until  three  years  have  elapsed  from 
the  date  of  publication  of  the  list  containing 
the  name  of  such  persons  or  firms.  Where  the 
Secretary  does  not  otherwise  recommend  be¬ 
cause  of  unusual  circumstances,  he  shall,  not 
later  than  ninety  days  after  a  hearing  exam¬ 
iner  has  made  a  finding  of  a  violation  of  this 
Act,  forward  to  the  Comptroller  General  the 
name  of  the  individual  or  firm  found  to  have 
violated  the  provisions  of  this  Act. 

(b)  If  the  accrued  payments  withheld  under 
the  terms  of  the  contract  are  insufficient  to  re¬ 
imburse  all  service  employees  with  respect  to 
whom  there  has  been  a  failure  to  pay  the  com¬ 
pensation  required  pursuant  to  this  Act,  the 
United  States  may  bring  action  against  the 
contractor,  subcontractor,  or  any  sureties  in 
any  court  of  competent  jurisdiction  to  recover 
the  remaining  amount  of  underpayments.  Any 
sums  thus  recovered  by  the  United  States  shall 
be  held  in  the  deposit  fund  and  shall  be  paid, 
on  order  of  the  Secretary,  directly  to  the  under¬ 
paid  employee  or  employees.  Any  sum  not  paid 
to  an  employee  because  of  inability  to  do  so 
within  three  years  shall  be  covered  into  the 
Treasury  of  the  United  States  as  miscellaneous 
receipts. 

Sec.  6.  In  determining  any  overtime  pay  to 
which  such  service  employees  are  entitled 
under  any  Federal  law,  the  regular  or  basic 
hourly  rate  of  pay  of  such  an  employee  shall 


not  include  any  fringe  benefit  payments  com¬ 
puted  hereunder  which  are  excluded  from  the 
regular  rate  under  the  Fair  Labor  Standards 
Act  by  provisions  of  section  7(d)  thereof. 

Sec.  7.  This  Act  shall  not  apply  to — 

(1)  any  contract  of  the  United  States 
or  District  of  Columbia  for  construction, 
alteration  and  or  repair,  including  paint¬ 
ing  and  decorating  of  public  buildings  or 
public  works; 

(2)  any  work  required  to  be  done  in 
accordance  with  the  provisions  of  the 
Walsh-Heatey  Public  Contracts  Act  (49 
Stat.  2036)  ; 

(3)  any  contract  for  the  carriage  of 
freight  or  personnel  by  vessel,  airplane, 
bus,  truck,  express,  railway  line  or  oil  or 
gas  pipeline  where  published  tariff  rates 
are  in  effect; 

(4)  any  contract  for  the  furnishing  of 
services  by  radio,  telephone,  telegraph,  or 
cable  companies,  subject  to  the  Communi¬ 
cations  Act  of  1934; 

(5)  any  contract  for  public  utility  serv¬ 
ices,  including  electric  light  and  power, 
water,  steam,  and  gas ; 

(6)  any  employment  contract  providing 
for  direct  services  to  a  Federal  agency  by 
an  individual  or  individuals;  and 

(7)  any  contract  with  the  Post  Office 
Department,  the  principal  purpose  of 
which  is  the  operation  of  postal  contract 
stations. 

Sec.  8.  For  the  purposes  of  this  Act — 

(a)  "Secretary”  means  Secretary  of  Labor. 

(b)  The  term  “service  employee”  means  any 
person  engaged  in  the  performance  of  a  con¬ 
tract  entered  into  by  the  United  States  and  not 
exempted  under  section  7,  whether  negotiated 
or  advertised,  the  principal  purpose  of  which  is 
to  furnish  services  in  the  United  States  (other 
than  any  person  employed  in  a  bona  fide  execu¬ 
tive,  administrative,  or  professional  capacity, 
as  those  terms  are  defined  in  part  541  of  title 
29,  Code  of  Federal  Regulations,  as  of  July  30, 
1976,  and  any  subsequent  revision  of  those 
regulations) ;  and  shall  include  all  such  persons 
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regardless  of  any  contractual  relationship  that 
may  be  alleged  to  exist  between  a  contractor  or 
subcontractor  and  such  persons. 

(c)  The  term  “compensation”  means  any  of 
the  payments  or  fringe  benefits  described  in 
section  2  of  this  Act. 

(d)  The  term  “United  States"  when  used  in 
a  geographical  sense  shall  include  any  State  of 
the  United  States,  the  District  of  Columbia, 
Puerto  Rico,  the  Virgin  Islands,  Outer  Conti¬ 
nental  Shelf  lands  as  defined  in  the  Outer  Con¬ 
tinental  Shelf  Lands  Act,  American  Samoa, 
Guam,  Wake  Island,  Eniwetok  Atoll,  Kwaja- 
lein  Atoll,  Johnston  Island,  and  Canton  Island,- 
but  shall  not  include  any  other  territory  under 
the  jurisdiction  of  the  United  States  or  any 
United  States  base  or  possession  within  a  for¬ 
eign  country. 

Sec.  9.  This  Act  shall  apply  to  all  contracts 
entered  into  pursuant  to  negotiations  concluded 
or  invitations  for  bids  issued  on  or  after  ninety 
days  from  the  date  of  enactment  of  this  Act. 

See.  10.  It  is  the  intent  of  the  Congress  that 
determinations  of  minimum  monetary  wages 
and  fringe  benefits  for  the  various  classes  of 
service  employees  under  the  provisions  of  para¬ 
graphs  (1)  and  ( 2 )  of  section  2  should  be  made 
urith  resvect  to  all  contracts  subject  to  this  Act, 
as  soon  as  it  is  administratively  feasible  to  do 
so.  In  any  event,  the  Secretary  shall  make  such 


determinations  with  respect  to  at  least  the  fol¬ 
lowing  contracts  subject  to  this  Act  which  are 
entered  into  during  the  applicable  fiscal  year: 

(1)  For  the  fiscal  year  ending  June  30,  1973, 
all  contracts  under  which  more  than  twenty- 
five  service  employees  are  to  be  employed. 

(2)  For  the  fiscal  year  ending  June  30,  1974, 
all  contracts,  under  which  more  than  twenty 
service  employees  are  to  be  employed. 

(3)  For  the  fiscal  year  ending  June  30,  1975, 
all  contracts  under  which  more  than  fifteen 
service  employees  are  to  be  employed. 

(4)  For  the  fiscal  year  ending  June  30,  1976, 
all  contracts  under  which  more  than  ten  serv¬ 
ice  employees  are  to  be  employed. 

(■5)  For  the  fiscal  year  ending  June  30,  1977 , 
and  for  each  fiscal  year  thereafter,  all  contracts 
under  which  more  than  five  service  employees 
are  to  be  employed. 

Approved  October  22,  1965  (Public  Law 
89-286). 

Approved  October  9,  1972  (Amendments, 
Public  Law  92-473) . 

Approved  October  13,  1976  (Amendments, 
Public  Law  94-489). 


-  Canton  Island  added  bv  Public  Law  *7  Stut  140 


Legislative  History  (Public  Law  89-286)  : 

House  Report  No.  948  (Comm,  on  Education  &  Labor) . 
Senate  Report  No.  798  (Comm,  on  Labor  &  Public  Welfare) . 
Congressional  Record,  Vol.  Ill  (1965)  : 

Sept.  20,  Considered  and  passed  House. 

Oct.  1,  Considered  and  passed  Senate,  amended. 

Oct.  6,  House  concurred  in  Senate  amendment. 


Legislative  History  (Public  Law  92-473)  : 

House  Report  No.  92-1251  (Comm,  on  Education  and  I^bor) 

Senate  Report  No.  92-1131  (Comm,  on  Labor  and  Public  Welfare). 
Congressional  Record,  Vol.  118  (1972) : 

Aug.  7,  considered  and  passed  House. 

Sept.  19,  considered  and  passed  Senate,  amended. 

Sept.  27,  House  concurred  in  Senate  amendments. 


Legislative  History  (Public  Law  94-489) : 

House  Report  No.  94-1571  (Comm,  on  Education  and  Labor). 
Congressional  Record,  Vol.  122  (1976) : 

Sept.  21 ,  considered  and  passed  House. 

Sept.  30,  considered  and  passed  Senate. 
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FEDERAL  AGENCY  INSTALLATIONS  CONTACTED  BY  GAO 
IN  EVALUATING  SAMPLED  WAGE  DETERMINATIONS 
Department,  of  Defense 

U  .S .  Air  Force 

1.  Maxwell  Air  Force  Base,  Alabama 

2.  Luke  Air  Force  Base,  Arizona 

3.  Edwards  Air  Force  Base,  California 

4.  George  Air  Force  Base,  California 

5.  Headquarters,  Space  Division,  Los  Angeles  Air  Force 

Station,  Los  Angeles,  California 

6.  Norton  Air  Force  Base,  California 

7.  Vandenberg  Air  Force  Base,  California 

8.  4614  Contracting  Squadron,  Peterson  Air  Force  Base, 

Colorado 

9.  Lowry  Air  Force  Base,  Colorado 


10. 

U.S.  Air  Force  Academy, 

Colorado  Springs,  Colorado 

11. 

Armament  Development  and  Test  Center,  Eglin 
Force  Base,  Florida 

Air 

12. 

MacDill  Air  Force  Base, 

Florida 

13. 

Patrick  Air  Force  Base, 

Florida 

14. 

Tyndall  Air  Force  Base, 

Florida 

15. 

England  Air  Force  Base, 

Louisiana 

16. 

Washington  Area  Contracting  Center,  Andrews 
Base,  Maryland 

Air  Force 

17. 

Keesler  Air  Force  Base, 

Mississippi 

H* 

00 

Nellis  Air  Force  Base, 

Nevada 

19. 

Cannon  Air  Force  Base, 

New  Mexico 

20. 

Holloman  Air  Force  Base 

,  New  Mexico 
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U  .S  .  Air  Force  ( cont . ) 

21.  Kirtland  Air  Force  Base,  New  Mexico 

22.  Pope  Air  Force  Base,  North  Carolina 

23.  Seymour  Johnson  Air  Force  Base,  North  Carolina 

24.  Headquarters,  2750  Air  Base  Wing,  Wright-Patterson 

Air  Force  Base,  Ohio 

25.  Air  Training  Command,  Randolph  Air  Force  Base,  Texas 

26.  Brooks  Air  Force  Base,  Texas 

27.  Carswell  Air  Force  Base,  Texas 

28.  Goodfellow  Air  Force  Base,  Texas 

29.  Laughlin  Air  Force  Base,  Texas 

30.  San  Antonio  Air  Logistics  Command,  Kelly  Air  Force  Base, 

Texas 

31.  San  Antonio  Contracting  Center,  Kelly  Air  Force  Base, 

Texas 

32.  Sheppard  Air  Force  Base,  Texas 

33.  Hill  Air  Force  Base,  Utah 
U  .S  .  Army 

1.  Fort  McClellan,  Anniston,  Alabama 

2.  U.S.  Army  Engineer  District,  Mobile,  Alabama 

3.  U.S.  Army  Missile  Command,  Redstone  Arsenal,  Alabama 

4.  Headquarters,  U.S.  Army  Communications  Command,  Fort 

Huachuca,  Ft.  Huachuca,  Arizona 

5.  Yuma  Proving  Ground,  Yuma,  Arizona 

6.  Procurement  Division,  Presidio  of  San  Francisco, 

California 

7.  Fort  Carson,  Colorado  Springs,  Colorado 

8.  U.S.  Army  Engineer  District,  Jacksonville,  Florida 

9.  Fort  Polk,  Leesville,  Louisiana 
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U  .S  .  Army  ( cont . ) 

10.  U.S.  Army  Engineer  District,  New  Orleans,  Louisiana 

11.  Fort  George  G.  Meade,  Maryland 

12.  U.S.  Army  Engineer  Division,  Lower  Mississippi 

Valley,  Vicksburg,  Mississippi 

13.  U.S.  Army  Engineer  District,  Albuquerque,  New  Mexico 

14.  Fort  Bragg,  North  Carolina 

15.  U.S.  Army  Engineer  District,  Nashville,  Tennessee 

16.  Brooke  Army  Medical  Center,  Fort  Sam  Houston, 

San  Antonio,  Texas 

17.  Fort  Bliss,  El  Paso,  Texas 

18.  Fort  Sam  Houston,  San  Antonio,  Texas 

19.  U.S.  Army  Depot,  Corpus  Christi,  Texas 

20.  William  Beaumont  Army  Medical  Center,  El  Paso,  Texas 

21.  Fort  Lee,  Virginia 

22.  U.S.  Army  Computer  Systems  Selection  and  Acquisition 

Agency,  Alexandria,  Virginia 

U  .S  .  Navy 

1.  Long  Beach  Naval  Shipyard,  Long  Beach,  California 

2.  Marine  Corps  Base,  Camp  Pendleton,  Oceanside, 

California 

3.  National  Parachute  Test  Range,  El  Centro,  California 

4.  Naval  Regional  Contracting  Office,  Long  Beach, 

California 


5.  U.S  Naval  Public  Works  Center,  San  Diego,  California 

6.  U.S.  Naval  Supply  Center,  San  Diego,  California 

7.  U.S.  Naval  Weapons  Center,  China  Lake,  California 

8.  U.S.  Naval  Weapons  Station,  Seal  Beach,  California 

9.  Naval  Training  Equipment  Center,  Orlando,  Florida 
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U.S.  Navy  ( cont . ) 

10.  U.S.  Naval  Air  Station,  Cecil  Field,  Florida 

11.  U.S.  Naval  Air  Station,  Pensacola,  Florida 

12.  Naval  Support  Activity,  New  Orleans,  Louisiana 

13.  U.S.  Naval  Academy,  Annapolis,  Maryland 

14.  U.S.  Naval  Air  Station,  Patuxent  River,  Maryland 

15.  U.S.  Naval  Air  Station,  Meridian,  Mississippi 

16.  U.S.  Naval  Supply  Center,  Charleston,  South  Carolina 

17.  U.S.  Naval  Air  Station,  Chase  Field,  Beeville,  Texas 

18.  U.S.  Naval  Air  Station,  Dallas,  Texas 

19.  U.S.  Naval  Air  Station,  Kingsville,  Texas 

20.  Military  Sealift  Command,  U.S.  Naval  Station,  Norfolk, 

Virginia 

21.  Naval  Audit  Service  Headquarters,  Falls  Church, 

Virginia 


22.  Naval  Surface  Weapons  Center,  Dahlgren,  Virginia 

23.  Norfolk  Naval  Shipyard,  Portsmouth,  Virginia 

24.  U.S.  Naval  Supply  Center,  Norfolk,  Virginia 


Defense  Agencies 


^ •  Defense  Communications  Agency,  Defense  Commercial 
Communications  Office,  Scott  Air  Force  Base, 
Illinois 


2.  Defense  Logistics  Agency,  Defense  Personnel  Support 

Center,  Alameda,  California 

3.  Defense  Logistics  Agency,  Defense  Personnel  Support 

Center,  Philadelphia,  Pennsylvania 

4.  Defense  Logistics  Agency,  Ogden  Defense  Depot, 

Ogden,  Utah 

5.  Defense  Nuclear  Agency,  Headquarters,  Washington,  D.C. 
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Defense  Nonappropriated  Fund  Activities 

1.  Army  and  Air  Force  Exchange  Service,  Southeast 

Exchange  Region,  Montgomery,  Alabama 

2.  Army  and  Air  Force  Exchange  Service,  Golden  Gate 

Exchange  Region,  San  Francisco,  California 

3.  Army  and  Air  Force  Exchange  Service,  Southern 

California  Area  Exchange,  Norton  Air  Force 
Base,  California 

4.  Army  and  Air  Force  Exchange  Service,  Western 

Distribution  Region,  Oakland,  California 

5.  Army  and  Air  Force  Exchange  Service,  Colorado 

Warehouse,  Rocky  Mountain  Arsenal,  Aurora, 

Colorado 

6.  Army  and  Air  Force  Exchange  Service,  Rocky 

Mountain  Area  Exchange,  Fort  Carson,  Colorado 
Springs,  Colorado 

7.  Army  and  Air  Force  Exchange  Service,  Ohio  Valley 

Exchange  Region,  Charlestown,  Indiana 

8.  Army  and  Air  Force  Exchange  Service,  Southwest 

Area  Exchange,  El  Paso,  Texas 

9.  Army  and  Air  Force  Exchange  Service,  Alamo 

Exchange  Region,  Fort  Sam  Houston,  San  Antonio,  Texas 

10.  Army  and  Air  Force  Exchange  Service,  Capitol  Exchange 

Region,  Cameron  Station,  Alexandria,  Virginia 

11.  Marine  Corps  Exchange,  Marine  Corps  Base,  Camp 

Pendleton,  Oceanside,  California 

12.  Navy  Exchange  Service  Center,  San  Diego,  California 

Civilian  Departments 


Deoartment  of  Acrriculture 
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Department  of  Agriculture  { cont . ) 

4.  U.S.  Forest  Service,  Arapahoe  and  Roosevelt  National 

Forests,  Fort  Collins,  Colorado 

5.  U.S.  Forest  Service,  Grand  Mesa,  Uncompahgre,  and 

Gunnison  National  Forests,  Delta,  Colorado 

6.  U.S.  Forest  Service,  Rio  Grande  National  Forest, 

Monte  Vista,  Colorado 

7.  U.S.  Forest  Service,  San  Juan  National  Forest, 

Durango,  Colorado 

8.  U.S.  Forest  Service,  Southern  Region,  Atlanta, 

Georgia 

9.  U.S.  Forest  Service,  Oconee  National  Forest, 

Gainesville,  Georgia 

10.  U.S.  Forest  Service,  Lincoln  National  Forest, 

Alamogordo,  New  Mexico 

11.  U.S.  Forest  Service,  Manti-LaSal  National  Forest, 

Price,  Utah 

12.  U.S.  Forest  Service,  George  Washington  National  Forest, 

Harrisonburg,  Virginia 

Department  of  Energy 

1.  Albuquerque  Operations  Office,  Albuquerque,  New  Mexico 

2.  Nevada  Operations  Office,  Las  Vegas,  Nevada 

3.  Oak  Ridge  Operations  Office,  Oak  Ridge,  Tennessee 

4.  Strategic  Petroleum  Reserve  Project  Management  Office, 

New  Orleans,  Louisiana 

Department  of  Health  and  Human  Services 

1.  U.S.  Public  Health  Service,  Centers  for  Disease 

Control,  Atlanta,  Georgia 

2.  U.S.  Public  Health  Service  Hospital,  New  Orleans, 

Louisiana 

3.  U.S.  Public  Health  Service,  National  Institutes  of 

Health,  Bethesda,  Maryland 
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Department  of  Housing  and  Urban  Development 

1.  Office  of  the  Secretary,  Headquarters,  Washington,  D.C. 

2.  Headquarters,  Region  IV,  Atlanta,  Georgia 
Department  of  the  Interior 

1.  Bureau  of  Land  Management,  Canon  City,  Colorado 

2.  Bureau  of  Mines,  Avondale,  Maryland 

3.  Bureau  of  Reclamation,  Boulder  City,  Nevada 

4.  National  Park  Service,  Grand  Canyon,  Arizona 

5.  U.S.  Geological  Survey,  National  Center, 

Reston,  Virginia 

6.  U.S.  Geological  Survey,  Denver,  Colorado 
Department  of  Justice 

1.  Bureau  of  Prisons,  Los  Angeles,  California 

2.  Immigration  and  Naturalization  Service,  Western  Regional 

Office,  Terminal  Island,  San  Pedro,  California 

Department  of  Labor 

1.  Bureau  of  Labor  Statistics,  Southwest  Region, 

Dallas,  Texas 

2.  Region  III,  Office  of  the  Regional  Solicitor, 

Philadelphia,  Pennsylvania 

3.  Regional  Headquarters,  Region  VI,  Dallas,  Texas 

4.  Region  VI,  Wage  and  Hour  Division  Area  Office, 

Dallas,  Texas 

5.  Region  VI,  Wage  and  Hour  Division  Area  Office, 

Fort  Worth,  Texas 

6.  Region  VI,  Wage  and  Hour  Division  Area  Office, 

San  Antonio,  Texas 

Department  of  Transportation 

1.  Federal  Aviation  Administration,  Southern  Region, 

Atlanta,  Georgia 

2.  Federal  Aviation  Administration,  Southwest  Region, 

Fort  Worth,  Texas 
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Department  of  Transportation  ( cont . ) 

3.  Federal  Aviation  Administration,  Rocky  Mountain 

Region,  Aurora,  Colorado 

4.  Federal  Railroad  Administration,  Transportation 

Test  Center,  Pueblo,  Colorado 

Department  of  the  Treasury 

1.  Headquarters,  U.S.  Customs  Service,  Washington,  D.C. 

Independent  Agencies 

Environmental  Protection  Agency 

1.  Contracts  Management  Division,  Research  Triangle 
Park,  North  Carolina 

Federal  Emergency  Management  Agency 

1.  Acquisition  Management  Division,  Headquarters, 

Washington,  D.C. 

2.  Wichita  Falls  Disaster  Field  Office,  Wichita  Falls, 

Texas 

Federal  Reserve  System 

1.  Federal  Reserve  Bank  of  Richmond,  Richmond,  Virginia 

2.  Federal  Reserve  Bank  of  San  Francisco,  Los  Angeles 

Branch,  Los  Angeles,  California 

General  Services  Administration 

1.  Office  of  the  Inspector  General,  Headquarters, 

Washington,  D.C. 

2.  Regional  Headquarters,  Region  3,  Washington,  D.C. 

3.  Regional  Headquarters,  Region  4,  Atlanta,  Georgia 

4.  Regional  Headquarters,  Region  7,  Fort  Worth,  Texas 

5.  Regional  Headquarters,  Region  8,  Denver,  Colorado 

6.  West  Los  Angeles  Field  Office,  Region  9,  Los  Angeles, 

California 

7.  Regional  Headquarters,  Region  9,  San  Francisco, 

California 
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National  Aeronautics  and  Space  Administration 

1.  Contracts  and  Grants  Division,  Headquarters, 

Washington,  D.C. 

2.  Johnson  Space  Center,  Houston,  Texas 

3.  Kennedy  Space  Center,  Cape  Canaveral,  Florida 

4.  Lewis  Research  Center,  Cleveland,  Ohio 

5.  Marshall  Space  Flight  Center,  Huntsville,  Alabama 

6.  Wallops  Flight  Center,  Wallops  Island,  Virginia 
U .S .  Postal  Service 

1.  Procurement  Services  Office,  Phoenix,  Arizona 

2.  Procurement  Services  Office,  Denver,  Colorado 

3.  Procurement  Services  Office,  Columbia,  Maryland 

4.  Procurement  Services  Office,  Greensboro,  North  Carolina 

5.  Procurement  Services  Office,  Memphis,  Tennessee 

6.  Transportation  Management  Office,  Pittsburgh, 

Pennsylvania 

7.  Transportation  Management  Office,  Dallas,  Texas 

8.  U.S.  Post  Office,  Los  Alamos,  New  Mexico 
Veterans  Administration 

1.  VA  Medical  Center,  Birmingham,  Alabama 

2.  VA  Medical  Center,  Montgomery,  Alabama 

3.  VA  Medical  Center,  Tuskegee,  Alabama 

4.  VA  Medical  Center,  Loma  Linda,  California 

5.  VA  Medical  Center,  Long  Beach,  California 

6.  VA  Medical  Center,  Sepulveda,  California 

7.  VA  Medical  Center,  Grand  Junction,  Colorado 


8.  VA  Medical  Center,  San  Antonio,  Texas 
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Veterans  Administration  ( cont . ) 

9.  Veterans  Canteen  Service  Field  Office,  VA 

Regional  Office,  San  Francisco,  California 

10.  Veterans  Canteen  Service  Field  Office,  VA  Regional 
Office,  Atlanta,  Georgia 

Legislative  Branch  Agencies 

Architect  of  the  Capitol 

1.  Contracts  Branch,  Washington,  D.C. 

Non-Federal  Agencies 

Government  of  the  District  of  Columbia 


1.  Department  of  General  Services,  Bureau  of  Materiel 
Management,  Construction  Contract  Branch, 
Washington,  D.C. 
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STATES  IN  WHICH  FEDERAL  AGENCIES 


GAO  CONTACTED  WERE  LOCATED 


1. 

Alabama 

12. 

Nevada 

2. 

Arizona 

13. 

New  Mexico 

3. 

California 

14. 

North  Carolina 

4. 

Colorado 

15. 

Ohio 

5. 

Florida 

16. 

Pennsylvania 

6* 

Georgia 

17. 

South  Carolina 

7. 

Illinois 

18. 

Tennessee 

8. 

Indiana 

19. 

Texas 

9. 

Louisiana 

20. 

Utah 

10. 

Maryland 

21. 

Virginia 

11. 

Mississippi 

(Selected  Federal  and  District  of  Columbia  Government 
contracting  agencies  within  Washington,  D.C.,  were 
also  contacted.) 
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BUSINESS  AND  INDUSTRY  ORGANIZATIONS 
CONTACTED  BY  GAO 

1.  Chamber  of  Commerce  of  the  United  States,  Washington,  D.C. 

2.  Chamber  of  Commerce,  Calhoun  County,  Alabama 

3.  Chamber  of  Commerce,  Dothan,  Alabama 

4.  Chamber  of  Commerce,  Mobile,  Alabama 

5.  Chamber  of  Commerce,  Fort  Walton  Beach,  Florida 

6.  Chamber  of  Commerce,  Panama  City,  Florida 

7.  Chamber  of  Commerce,  Orlando,  Florida 

8.  Chamber  of  Commerce,  Meridian,  Mississippi 

9.  Chamber  of  Commerce,  Knoxville,  Tennessee 

10.  Coalition  for  Common  Sense  in  Government  Procurement, 

Washington,  D.C. 

11.  Committee  on  Contracting-Out,  Arlington,  Virginia 

12.  Computer  and  Business  Equipment  Manufacturers  Association, 

Washington,  D.C. 

13.  Electronic  Industries  Association,  Washington,  D.C. 

14.  Mechanical  Contractors  Association  of  New  Mexico,  Inc., 

Albuquerque,  New  Mexico 

15.  National  Audio-Visual  Association,  Inc.,  Fairfax,  Virginia 

16.  National  Council  of  Technical  Service  Industries,  Washington, 

D.C. 

17.  National  Micrographics  Association,  Silver  Spring,  Maryland 

18.  Nevada  Resort  Association,  Las  Vegas,  Nevada 

19.  Scientific  Apparatus  Makers  Association,  Washington,  D.C. 
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LABOR  ORGANIZATIONS  CONTACTED  BY  GAO 


1.  Headquarters,  American  Federation  of  Labor  and  Congress  of 

Industrial  Organizations,  Washington,  D.C. 

2.  Laborers'  International  Union  of  North  America  (AFL-CIO), 

Fort  Worth,  Texas 

3.  Local  349,  Window  Cleaners  Union,  Los  Angeles,  California 

4.  Local  542,  International  Brotherhood  of  Teamsters,  Chauffeurs, 

Warehousemen  and  Helpers  of  America,  San  Diego,  California 

5.  Local  578,  Laborers'  International  Union  of  North  America 

(AFL-CIO),  Colorado  Springs,  Colorado 

6.  Local  25,  International  Union  of  Elevator  Constructors 

(AFL-CIO),  Denver,  Colorado 

7.  Local  208,  United  Association  of  Journeymen  and  Apprentices 

of  the  Plumbing  and  Pipe  Fitting  Industry  of  the  United 
States  and  Canada  (AFL-CIO),  Denver,  Colorado 

8.  Local  14,  Hotel  and  Restaurant  Employees’  and  Bartenders' 

International  Union  (AFL-CIO),  Denver,  Colorado 

9.  Local  385,  International  Brotherhood  of  Teamsters,  Chauffeurs, 

Warehousemen  and  Helpers  of  America,  Orlando,  Florida 

10.  Local  917,  International  Brotherhood  of  Electrical  Workers 

(AFL-CIO),  Meridian,  Mississippi 

11.  Local  226,  Culinary  Workers  Union,  affiliate  of  Hotel  and 

Restaurant  Employees'  and  Bartenders'  International 
Union  (AFL-CIO),  Las  Vegas,  Nevada 

12.  Local  1095,  City,  County,  and  Public  Service  Employees 

Union,  affiliate  of  Laborers'  International  Union 
of  North  America  (AFL-CIO),  San  Antonio,  Texas 
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STATE  AGENCIES  CONTACTED  BY  GAO 

1.  Mississippi  State  Employment  Service,  Meridian,  Mississippi 

2.  Nevada  Development  Authority,  Las  Vegas,  Nevada 

3.  Nevada  Employment  Security  Department,  Las  Vegas,  Nevada 

4.  Texas  Employment  Commission,  Kingsville,  Texas 

5.  Texas  Employment  Commission,  San  Angelo,  Texas 

6.  Texas  Employment  Commission,  San  Antonio,  Texas 

7.  University  of  Nevada,  Center  for  Business  and  Economic 

Research,  Las  Vegas,  Nevada 
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STATISTICAL  DATA  ON 

GAO  *S  SAMPLING  OF  SCA  WAGE  DETERMINATIONS 


Number  of  SCA  wage  determinations 
In  the 


In  the 
regional 
universe 

Regional  universe  "A": 


Alabama  174 
Florida  308 
Georgia  226 
South  Carolina  131 
Tennessee  86 


925 


Regional  universe  "B": 

Arkansas  73 

Louisiana  119 

Mississippi  121 

Texas  50 1 

814 

Regional  universe  "C"s 

Colorado  170 

New  Mexico  118 

Utah  59 

347 

Regional  universe  "D" : 

Arizona  159 

California  463 

Nevada  89 

711 

Regional  universe  "E"i 

Maryland  (note  a)  268 

North  Carolina  164 

Virginia  260 

West  Virginia  44 

736 

Total  3,533 


computer¬ 

generated 

In  GAO  '  s 

In  GAO 

1  s 

random 

random 

j  udgment 

numbers 

sample 

subsami 

ale 

22 

10 

1 

53 

12 

3 

30 

5 

- 

11 

1 

- 

_9 

2 

1 

125 

3£ 

5 

9 

_ 

13 

6 

- 

10 

3 

1 

68 

21 

4 

100 

30 

5 

48 

13 

4 

34 

12 

1 

18 

__5 

_ 

100 

30 

5 

19 

6 

70 

18 

4 

11 

6 

1 

100 

30 

5 

40 

12 

1 

24 

7 

2 

30 

10 

2 

_ 6 

_ 1 

... 

100 

30 

5 

525 

150 

25 

a/Includes  SCA  wage  determinations  that  also  cover  combined 

localities  in  Maryland,  Virginia,  and  the  District  of  Columbia. 
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SUMMARY  OF  GAO  1 S  ANALYSES  OF  LABOR'S 
ADJUSTMENTS  OF  BUS  WAGE  SURVEY  DATA 
TO  DEVELOP  SCA  WAGE  RATE  DETERMINATIONS 

Our  analyses  of  150  wage  determinations  disclosed  that  Labor 
based,  at  least  in  part,  78  of  the  determinations — about  half  of 
our  sample — on  data  from  various  BLS  wage  surveys.  Moreover,  our 
analyses  disclosed  that,  in  attempting  to  give  "due  consideration" 
to  the  wage  rates  of  Federal  direct-hire  employees — which  SCA 
requires — or  to  overcome  "anomalies"  in  reported  BLS  survey  data. 
Labor  adjusted  the  BLS  survey  data  to  develop  wage  rates  for  use 
in  Federal  service  contracts.  This  significantly  altered  the  wage 
rates  BLS  had  found  to  prevail  in  the  surveyed  localities. 

We  found  that  Labor 

— inconsistently  used  BLS  survey  mean  and  median  rates; 

— inconsistently  used  BLS  survey  middle  range  rates; 

— combined  rates  from  two  or  more  BLS  surveys  covering 
widely  separated  localities; 

— commingled  BLS  survey  data  and  Federal  wage  rate  data; 

— adjusted  BLS  survey  rates  to  conform  to  Federal  wage 
board  rates ; 

— maintained  previously  issued  rates  that  exceeded  more 
current  BLS  survey  rates  or  adjusted  the  previous  rates 
by  a  selected  percentage  to  produce  an  upward  movement 
in  wages  since  the  previous  determination;  and 

— adjusted  or  conformed  BLS  survey  rates  to  SCA  staff  study 
results,  particularly  for  the  "electronic  technician" 
classification . 

Each  of  these  questionable  practices  is  discussed  and  illus¬ 
trated  below  using  examples  from  the  150  determinations  we  re¬ 
viewed.  As  pointed  out  in  chapter  3,  most  BLS  wage  surveys  and 
reported  wage  rates  did  not  provide  an  adequate  basis  for  service 
worker  classifications  used  on  most  Federal  service  contracts. 


94 


APPENDIX  IX  APPENDIX  IX 


INCONSISTENTLY  USED  BLS 
SURVEY  MEAN  OR  MEDIAN  RATES 

Labor's  wage  determination  procedural  manual  1/  states  that 
the  median  rate  is  generally  considered  the  better  indicator  of 
the  prevailing  rate.  However,  the  adoption  of  this  rate  is  sub¬ 
ject  to  various  considerations,  one  of  which  is  the  due  considera¬ 
tion  that  SCA  requires  to  be  given  to  the  Federal  direct-hire  wage 
rate  for  a  similar  class  of  Federal  employees.  The  manual  suggests 
that,  where  a  wide  disparity  (gap)  exists  between  a  Federal  wage 
rate  and  the  BLS  survey  mean  or  median  rate,  the  survey  rate  which 
provides  the  smaller  difference  may  be  selected.  However,  we  noted 
that  this  procedure  was  not  followed  consistently.  In  some  cases, 
the  rate  Labor  selected  widened  rather  than  narrowed  the  wage  rate 
gap,  with  the  lower  of  the  two  BLS  rates  being  selected  and  issued. 
In  other  cases,  where  the  Federal  rate  was  lower  than  the  BLS  mean 
or  median  rate,  the  higher  BLS  rate  was  selected  and  issued. 
Following  are  some  examples  of  Labor's  inconsistent  use  of  BLS 
survey  mean  and  median  rates: 


Wage  determi¬ 
nation 

number  and  date 

Job 

classif ication 

Federal 

direct- 

hire 

rate 

BIS  survey 
Mean 

f  rates 
Median 

BIS 

rate 

Labor 

issued 

Percent 

of 

Federal 

rate 

78-677  (Rev.  1), 

Truckdriver 

$6.36 

$4.20 

$4.05 

$4.05 

64 

6/21/79 

76-1311  (Rev.  4), 

Secretary 

4.33 

4.54 

4.48 

4.54 

105 

9/27/79 

File  clerk 

2.93 

3.14 

3.03 

3.14 

107 

Keypunch  opera¬ 
tor,  class  B 

3.29 

3.62 

3.50 

3.50 

106 

79-30,  1/9/79 

Forklift  opera¬ 
tor 

6.22 

6.39 

5.57 

6.39 

103 

78-433,  5/11/78 

Typist 

4.29 

4.02 

3.29 

3.29 

77 

68-70  (Rev.  14), 
4/30/79 

Mechanic,  main¬ 
tenance  (motor 
vehicles) 

9.02 

8.74 

9.04 

8.74 

97 

None  of  the  basis  sheets  Labor  used  to  explain  its  rationale 
for  the  selected  rate  indicated  that  consideration  had  been  given 
to  the  Federal  rates  paid.  Instead,  they  noted  either  that  the 
rate  selected  provided  a  reasonable  increase  over  the  prior  wage 
determination  rate  issued— i.e.,  maintenance  mechanic  (7  percent), 
secretary  (4.8  percent),  and  file  clerk  (7.2  percent) — or  that 


1/See  footnote  on  page  10. 
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50  percent  or  more  of  the  employees  in  the  BLS  survey  earned  at 
least  the  rate  selected.  For  the  truckdriver  classification,  the 
BLS  median  rate  Labor  used  represented  a  16-percent  increase  over 
the  rate  issued  about  1  year  earlier.  The  mean  rate,  if  used, 
would  have  represented  a  20-percent  increase. 

INCONSISTENTLY  USED  BLS 
SURVEY  MIDDLE  RANGE  RATES 


In  addition  to  reporting  survey  mean  and  median  wage  rates, 
BLS  also  reports  a  middle  range  of  rates  paid  to  workers  surveyed. 
BLS  defines  the  middle  range  by  two  rates — one-fourth  of  the 
workers  earn  the  same  or  less  than  the  lower  of  these  rates  and 
one-fourth  earn  the  same  or  more  than  the  higher  rate.  Our  sample 
included  two  determinations  in  which  Labor  selected  the  upper  and 
the  lower  middle  range  wage  rate  for  issuance.  The  following 
example  shows  use  of  the  upper  middle-range  rate  by  Labor. 

WD75-487  (Rev.  3),  June  26,  1979 

In  response  to  an  agency  request  for  a  "bus  cleaner"  wage 
rate  to  be  used  on  a  service  contract  in  rural  Imperial  County, 
California,  Labor  issued  the  upper  limit  of  the  middle  range  re¬ 
ported  by  BLS  in  an  area  wage  survey  of  highly  populous  San  Diego, 
California.  The  survey,  completed  in  November  1978,  showed  the 


following  wage  rates  for 

janitors, 

porters, 

and  cleaners: 

Industry  category 

Mean 

Median 

Middle  range 

All  industries 

$3.85 

$3.25 

$2.90  -  $4.53 

Manufacturing 

5.92 

6.35 

5.25  -  6.97 

Nonmanufacturing 

3.51 

3.10 

2.80  -  4.26 

Labor's  basis  sheet  for  the  determination  showed  that  the 
wage  analyst  selected  the  $4.53  hourly  rate  because  that  " *  *  * 
figure  is  the  upper  limit  of  the  'mid  range, '  the  only  measure  of 
central  tendency  greater  than  the  old  rate  of  $3.94  an  hour." 

Labor  established  the  prior  rate  more  than  2  years  earlier,  in 
March  1977.  A  note  in  the  docket  file,  prepared  in  1978,  after 
receipt  of  the  prior  BLS  survey  completed  in  November  1977,  indi¬ 
cated  that  a  revision  to  the  prior  rate  had  been  considered,  but 
that  the  prior  rate  was  "*  *  *  being  retained  because  the  latest 
data  reveals  that  the  prevailing  rate  is  lower  than  the  rate  that 
has  already  been  established  *  *  While  the  rate  issued  was 

29  and  46  percent  higher  than  the  mean  and  median  rates,  respec¬ 
tively,  paid  to  workers  in  the  private,  nonmanufacturing  sector 
(that  which  was  most  similar  to  the  Federal  contract  work),  it  was 
$1.29  an  hour  lower  than  the  rate  that  would  have  been  paid  to 
equivalent  direct-hire  Federal  workers. 
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COMBINED  OLS  SURVEY  RATES 

Occasionally,  Labor  combined  BLS  survey  data  from  widely 
separated  localities  and  issued  one  average  rate  for  statewide 
or  multistate  application,  even  though  rates  for  the  classifi¬ 
cations  varied  substantially  between  localities.  In  some  cases. 
Labor  also  adopted  these  rates  for  issuance  in  new  determinations 
applicable  to  one  locality  only. 


WD79-335,  April  18,  1979 — 
Greene  County,  Georgia 


For  this  wage  determination,  covering  "survey"  services  in 
rural  Greene  County,  Labor  adopted  rates  from  another  determina¬ 
tion,  WD74-632  (Rev.  9),  issued  on  October  5,  1978.  Labor's 
earlier  determination  covered  workers  to  be  employed  on  contracts 
for  drafting,  engineering,  mapping,  and/or  surveying  services 
within  the  civil  boundaries  of  the  Savannah  District,  U.S.  Army 
Corps  of  Engineers,  which  included  portions  of  Florida,  Georgia, 
and  North  and  South  Carolina.  To  develop  wage  rates  for  three 
classes  of  drafters.  Labor  combined  wage  data  from  three  BLS  area 
wage  surveys  in  widely  separated  urban  communities--Greenville- 
Spartanburg,  South  Carolina,  dated  June  1978;  Jacksonville,  Florida 
December  1977;  and  Atlanta,  Georgia,  May  1978.  A  weighted  average 
mean  wage  rate  for  a  drafter,  class  A,  w_is  computed  as  follows 
from  the  BLS  survey  data: 


Number 


BLS 


Weighted 


BLS  survey  area 

of 

surveyed 

workers 

mean 

hourly 

rate 

Total 

average 

rate 

issued 

Greenville-Spartanburg,  SC 
Jacksonville,  FL 

Atlanta,  GA 

91  x 
48  x 
360  x 

$8. 30  « 
6.54  = 

7. 35  = 

$  755.30 

313.92 
2,646.00 

Total 

499  divided  into 

$3,715.22 

=  $7.44 

Labor  performed  similar  computations  for  class  B  and  C  drafters  to 
determine  rates  of  $5.80  and  $4.95,  respectively. 


Application  of  the  combined  rate  of  $7.44  to  class  A  drafters 
in  the  Greenvi 11  e-Spartanburg  area  represented  an  $.86  an  hour 
(10.4-percent)  reduction  from  the  BLS  survey  mean  rate  for  the 
locality.  In  the  Jacksonville  area,  it  represented  a  $.90  an 
hour  (13.8-percent)  increase  over  the  BLS  mean  wage  rate  reported 
for  the  locality. 
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COMMINGLED  BLS  SURVEY 
DATA  AND  FEDERAL  RATES 


Labor’s  wage  determination  manual  prescribes  one  method  of 
giving  due  consideration  to  Federal  wages  as  a  statistical  com¬ 
mingling  of  direct-hire  wage  rates  with  those  surveyed  by  BLS  in 
the  private  sector.  Following  is  an  example  where  this  technique 
significantly  increased  the  rates  obtained  in  the  BLS  survey. 

WD74-993  (Rev.  4),  January  23,  1979 — 

North  Carolina  (10  counties)  and 
South  Carolina  (Horry  County) 

A  BLS  SCA  survey  dated  March  1978,  for  the  New  Bern- 
Jacksonville ,  North  Carolina,  area,  showed  that  the  mean  and 
median  hourly  rates  for  11  surveyed  motor  vehicle  maintenance 
mechanics  were  $5.80  and  $5.25,  respectively.  Labor's  wage 
analyst  determined  that  the  equivalent  pay  grade  for  a  direct- 
hire  Federal  employee  in  this  job  classification  in  the  same 
locality  to  be  wage  grade  10,  step  2 — $7.85  an  hour,  or  about 
35  percent  and  50  percent  above  the  BLS  survey  mean  and  median 
rates,  respectively,  for  the  private  sector.  In  giving  due  con¬ 
sideration  to  the  Federal  wage  rate,  the  wage  analyst  selected 
the  BLS  survey  mean  rate  of  $5.80  (even  though  73  percent  of  the 
surveyed  employees  were  paid  less)  and  commingled  it  with  data 
on  Federal  wage  board  workers  in  the  locality  deemed  equivalent 
to  Federal  wage  grade  10,  to  determine  a  weighted  average  of  all 
rates,  as  follows: 


Weighted 

average 

Survey  sources  and 

Number 

of 

Survey 

mean 

_ 

rate 

job  classification 

employees 

wage  rates 

Total 

issued 

BLS  survey: 

Maintenance  mechanic 

11 

X 

$5.  80 

52 

$ 

63.  80 

Federal  wage  survey: 

Electrician 

126 

X 

7.558 

= 

952. 308 

Auto  mechanic 

15 

X 

7.901 

= 

118.515 

Sheet  metal  mechanic 

46 

X 

7.286 

= 

335.156 

Pipefitter 

94 

X 

7.713 

= 

725.022 

Welder 

47 

X 

7.871 

= 

369. 937 

Machinist 

34 

X 

7.  359 

= 

— 

250.206 

Total 

373 

divided  into 

$2 

,814 .944 

=  $7.55 

The  rate  issued,  $7. 

55  an  1 

hour , 

was  $. 

30 

(4 

percent ) 

an  hour 

less  than  the  rate  for  the  Federal  wage  grade  10,  step  2,  em¬ 
ployees,  but  30  percent  and  44  percent  more  than  the  BLS  survey 
mean  and  median  rates,  respectively,  paid  to  motor  vehicle  main¬ 
tenance  mechanics  in  the  private  sector  in  the  locality. 
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ADJUSTING  BLS  SURVEY  RATES  TO 
CONFORM  TO  FEDERAL  WAGE  BOARD  RATES 


When  BLS  survey  data  show  substantial  variations  in  the  mean 
or  median  wage  levels  for  similarly  skilled  job  classifications, 
Labor's  wage  determination  manual  instructs  the  wage  analysts  to 
adjust  the  reported  survey  rates  to  maintain  strict  consistency 
and  continuity,  in  accordance  with  "sound  wage  and  salary  adminis¬ 
tration  practices."  Accordingly,  Labor's  staff  has  developed  a 
technique  of  averaging  all  BLS  survey  rates  of  job  classifications 
believed  equivalent  to  a  Federal  wage  schedule  classification. 

The  staff  then  applies  the  average  to  all  equivalent  job  classes 
in  the  BLS  survey.  In  addition,  other  rates  may  be  adjusted  up¬ 
ward  or  downward  and  assigned  to  other  classifications  not  sur¬ 
veyed,  based  on  the  pay  ratios  existing  in  the  wage  board  system, 
with  the  adjusted  rate  adopted  as  prevailing. 

The  BLS  survey  rates  for  the  equivalent  classes  of  Federal 
workers  in  the  higher  pay  grade  levels,  such  as  wage  grades  9 
and  10,  are  generally  in  line  with  the  Federal  wage  rate.  Con¬ 
versely,  BLS  survey  rates  for  the  lower  graded  equivalent  classes 
tend  to  be  below  the  Federal  wage  rates.  Occasionally,  averaging 
BLS  survey  rates  results  in  wage  rates  which  require  still  more 
adjustment  because  Labor's  SCA  staff  considers  them  to  be  out  of 
line  with  rates  previously  issued.  Following  are  two  examples 
which  illustrate  Labor's  adjustment  of  published  BLS  survey  rate 
data  to  conform  to  Federal  wage  board  rates. 

WD74-1242  (Rev.  7),  October  4,  1978-- 
Texas  (Bee,  Jim  Wells,  Kleberg,  Nueces, 
and  San  Patricio  Counties) 


For  this  determination,  Labor's  wage  analyst,  after  analyzing 
and  adjusting  BLS  survey  data  for  5  classifications  equivalent  to 
wage  grade  10,  computed  wage  rates  for  16  job  classifications. 

The  wage  analyst  initially  computed  an  $8.10  weighted  average 
of  all  mean  wage  rates  of  the  five  job  classifications  in  the  BLS 
survey  believed  equivalent  to  Federal  wage  grade  10  jobs.  However, 
he  stated  in  his  analysis  that  this  rate  would  provide  an  excessive 
increase  over  the  prior  rate  of  $7.22  an  hour  Labor  issued  in  May 
1978.  The  corresponding  Federal  wage  rate  of  a  wage  grade  10, 
step  2,  was  $8.16. 

Since  BLS  also  reported  that  the  all-industry  rates  of  skilled 
maintenance  trades  had  increased  8.2  percent  over  prior  survey 
rates.  Labor's  analyst  determined  a  new  $7.81  an  hour  wage  equi¬ 
valent  rate  by  applying  this  percentage  increase  to  the  prior  rate 
of  $7.22  an  hour.  The  analyst  then  established  wage  rates  for 
other  job  classifications  deemed  equivalent  to  Federal  wage  board 
grades  3,  5,  8,  and  9  by  applying  the  respective  percentage  rela¬ 
tionships  of  the  Federal  wage  rates  for  these  grades,  as  compared 
to  the  wage  grade  10  rate,  to  the  newly  adopted  "equivalent"  rate 
of  $7.81  for  wage  grade  10. 
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The  computations  resulted  in  reducing  the  hourly  wage  rates 
for  four  of  five  equivalent  wage  grade  10  classifications  in  the 
BLS  survey  by  amounts  ranging  from  $.68  to  $1.17  an  hour.  These 
represented  reductions  of  8  percent  and  13  percent,  respectively. 
The  fifth  rate  was  raised  by  $2.31  an  hour,  a  42-percent  increase. 

The  following  schedule  shows  the  methodology  Labor  used  for 
determining  wage  rates  under  this  technique: 


Number 

Total 

Classifications  designated 

of 

BLS  survey  rates 

(workers  x 

as  equivalent  to  WG-10 

workers 

Mean 

Median 

mean  rate ) 

Maintenance  electrician 

105 

$8.49 

$9.12 

$  891.45 

Maintenance  machinist 
Maintenance  mechanic 

62 

8.92 

9.31 

553.04 

(machinery) 

Maintenance  mechanic 

200 

8.26 

9.12 

1,652.00 

(motor  vehicles) 

71 

5.50 

4.90 

390.50 

Maintenance  pipefitter 

69 

8.98 

9.12 

619.62 

Total 

507 

$4,106.61 

Weighted  average:  $8.10  (Rejected  as  excessive — provided 

-  a  12.2-percent  increase  over 

prior  rate  of  $7.22.) 


Average  wage  rate  increase  in  skilled  maintenance  trades 
over  prior  BLS  survey — 8.2  percent 

New  wage  grade  10  equivalent  rate  adopted — 

$7.22  x  108.2%  =  $7.81 


The  analyst  then  applied  this  new  rate  in  the  wage  determination 
to  10  classifications  of  workers:  air-conditioning/heating/ 
refrigeration  mechanic,  maintenance  electrician,  electronics 
mechanic,  maintenance  pipefitter,  maintenance  machinist,  main¬ 
tenance  mechanic,  sheet  metal  mechanic,  maintenance  welder, 
diesel  engine  mechanic,  and  heavy  mobile  equipment  mechanic. 

The  wage  analyst  determined  that  two  classes  of  workers  in  the 
survey  would  be  equivalent  to  wage  grade  9  under  the  Federal  wage 
schedule — "maintenance  carpenter,"  with  mean  and  median  rates  of 
$8.60  and  $8.93,  and  "maintenance  painter,"  with  rates  of  $7.95  and 
$8.64,  respectively.  The  mean  rate  of  the  maintenance  carpenter 
exceeded  the  BLS  survey  mean  rate  for  three  of  the  classes  Labor 
deemed  equivalent  to  wage  grade  10;  however,  the  analyst  reduced 
the  maintenance  carpenter  and  painter  rates  to  $7.46,  as  follows: 

WG-9  rate;  $7.79  X  $7.81  =  $7.46 

WG-10  rate:  $8.16  - 
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In  addition  to  these  two  job  classes  in  the  survey,  the  analyst 
applied  the  above  computed  rate  to  the  maintenance  plumber 
classification  which  had  not  been  surveyed  by  BLS. 

Similar  computations  provided  wage  rates  for  other  classes 
not  surveyed  but  covered  by  the  determination  as  follows: 


Federal 
wage 
rade 


Computation  and  rate  issued 


WG-8:  $7.42 

WG-10:  $8.16 

X 

$7.81 

=  $7.10 

WG-5 :  $6.31 

WG-10:  $8.16 

X 

$7.81 

=  $6.04 

WG-3 :  $5.57 

WG-10:  $8.16 

X 

$7.81 

=  $5.33 

Classification 


Appliance  mechanic 

Helper,  maintenanc* 
trades 

Laborer 


The  rates  issued  for  the  equivalent  wage  grades  amounted  to  about 
96  percent  of  the  Federal  wage  rate  for  each  of  these  classes. 

The  following  schedule  shows  other  classes  BLS  surveyed,  the 
equivalent  Federal  wage  grades,  and  the  impact  on  the  wage  rates 
in  the  locality  for  those  grades,  by  applying  the  above  methodology 

Percentage 
relationship 
BLS  Cbm- 

mean  puted  Percent 

Federal  BLS  Cbm-  rate  rate  BIS 

Equivalent  Job  wage  survey  puted  to  to  survey 

Federal  classification  grade  mean  SCA  Federal  Federal  mean  rate 

rate  rate  rate  rate  rate  increased 


Material 

handling 

laborer 

Forklift 

operator 

Warehouseman 

Truckdriver , 
medium 

Truckdriver, 

tractor- 

trailer 
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WD  76-174  (Rev.  3),  February  15/  1979 — 
Colorado  (El  Paso  and  Teller  Counties) 


Applying  the  wage/grade  relationship  to  the  adopted  rates  in 
the  higher  Federal  wage  grade  classes,  where  BLS  survey  rates  are 
close  to  or  exceed  the  Federal  wage  board  rates,  results  in  the 
BLS  survey  rates  for  all  other  classes  being  adjusted  to  or  above 
the  equivalent  Federal  wage  board  rate.  However,  under  an  alter¬ 
nate  approach.  Labor's  SCA  staff  may  adopt  an  adjusted  rate  for 
the  lowest  job  class,  where  the  gap  between  the  BLS  survey  rate 
and  the  Federal  wage  board  rate  is  generally  the  widest,  and  apply 
this  rate,  through  wage/grade  relationships,  to  higher  paying  job 
classes.  This  application  results  in  extending  a  wage  gap  to 
higher  job  classes  where  such  a  gap  may  not  exist.  For  example, 
the  BLS  and  Federal  wage  board  surveys  for  this  determination 
showed  the  following  on  job  classes  Labor  deemed  equivalent  to 


Federal  wage 

grades  2,  7,  and 

10: 

Equivalent 

BLS  survey 

Federal 

Percent 

BIS 

survey 

rate 

Federal 

wage 

grade 

Job 

classification 

Number  of 
workers 
surveyed 

Survey 

mean 

rate 

wage 

board 

rate 

to 

Federal 

rate 

2 

Janitor,  porter, 
cleaner 

621 

$3.03 

$5.58 

54 

7 

Truckdriver,  heavy 

81 

7.48 

6. 59 

114 

10 

Maintenance 

electrician 

9 

5.51 

7.19 

77 

10 

Maintenance 

mechanic 

(machinist) 

50 

6.40 

7.19 

89 

10 

Maintenance 
mechanic  (motor 
vehicle) 

26 

7.13 

7.19 

99 

In  response  to  an  agency  request  for  wage  rates  on  a  "truck- 
driver,  heavy"  and  a  "laborer,  refuse,"  for  a  contract  for  refuse 
collection  and  disposal  services,  the  Labor  wage  analyst  adopted 
the  BLS  survey  rate  of  the  janitor,  porter,  cleaner  classification 
(a  wage  grade  2  equivalent) ,  after  adjustment,  as  the  laborer  rate 
and  determined  a  rate  for  the  truckdriver  classification  (a  wage 
grade  7  equivalent)  based  on  the  Federal  wage  relationship  of  a 
grade  7  to  a  grade  2.  The  janitor,  porter,  cleaner  rate  of  $3.03 
in  the  BLS  survey  was  adjusted  to  $3.52  after  commingling  it  with 
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the  rates  of  Federal  direct-hire  janitors,  porters,  and  cleaners 
in  the  locality.  The  analyst  then  made  the  following  computation 
for  the  truckdriver  rate: 

WG-7  =  $6.59  X  $3.52  =  $4.15 

WG-2  =  $5.58  - 

While  the  corresponding  BLS  survey  rate  for  the  truckdriver  classi¬ 
fication  was  14  percent  above  the  equivalent  Federal  wage  board 
rate,  as  indicated  in  the  previous  schedule,  the  rate  Labor  issued 
was  37  percent  below  the  Federal  wage  rate. 

If  Labor's  wage  analyst  had  determined  the  rate  under  Labor's 
traditional  method,  based  on  the  weighted  average  of  the  BLS  sur¬ 
vey  mean  rates  in  the  survey  that  were  deemed  equivalent  to  wage 
grade  10,  the  rate  Labor  issued  for  the  truckdriver  classification 
would  have  been  $5.98,  or  9  percent  below  the  equivalent  wage  board 
rate . 

PROCEDURES  FOLLOWED  WHEN  RATE  REVISIONS 
WOULD  RESULT  IN  REDUCING  A  PRIOR  RATE 

For  several  of  the  wage  determinations  in  our  sample,  we 
noted  that,  when  the  preceding  techniques  for  using  or  adjusting 
BLS  survey  data  resulted  in  a  rate  lower  than  a  prior  rate  issued, 
the  prior  rate  was  either  maintained  or  raised  by  a  percentage 
reflecting  (1)  increases  in  the  overall  survey  wage  data  for  the 
locality,  (2)  increases  in  certain  nationwide  wage  data  published 
by  BLS,  or  (3)  the  pay  increase  granted  Federal  employees  during 
the  period.  The  following  example  illustrates  this  technique. 

WD68-657  (Rev.  16),  March  16  ,  1979  — 

Louisiana  (Jefferson,  Orleans, 

Plaquemines,  St.  Bernard, 
and  St.  Tammany  Parishes) 

Labor  issued  this  determination  with  a  rate  for  "mess  atten¬ 
dant"  at  $3.55  an  hour.  For  this  classification.  Labor  made  an 
initial  computation  using  the  wage  rate  reported  in  a  BLS  survey 
for  the  "janitor,  porter,  cleaner"  classification,  since  BLS  does 
not  generally  collect  or  report  wage  rate  data  on  mess  attendants. 
The  BLS  survey,  dated  January  1978,  reported  mean  and  median  rates 
for  the  janitor,  porter,  cleaner  class  at  $2.93  and  $2.65,  respec¬ 
tively —  less  than  the  prior  mess  attendant  rate  Labor  issued  of 
$3.27  an  hour.  Adjusting  all  below-minimum-wage  survey  rates  up¬ 
ward  to  the  then-current  FLSA  minimum  wage  ($2.90),  and  commingl¬ 
ing  the  adjusted  survey  mean  rates  with  the  wage  rates  of  Federal 
direct-hire  janitors,  porters,  and  cleaners  in  the  locality,  re¬ 
sulted  in  a  computed  rate  of  $3.12,  still  lower  than  the  prior 
rate . 
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However,  the  BLS  survey  also  showed  that,  overall,  unskilled 
plant  workers'  wages  in  the  locality  had  increased  at  an  average 
annual  rate  of  8.67  percent  between  1972  and  1978.  Therefore, 
Labor's  wage  analyst  applied  this  percentage  increase  to  the 
$3.27  prior  rate  for  mess  attendants  and  issued  a  revised  rate  of 
$3.55  an  hour.  A  subsequent  BLS  survey  showed  janitor,  porter, 
and  cleaner  mean  and  median  rates  as  of  October  1979 — 7  months 
after  the  issued  determination — at  $3.30  and  $2.90,  respectively. 

ADJUSTED  OR  CONFORMED  SURVEY  RATES 
TO  SCA  STAFF  STUDY  RESULTS — 

ELECTRONIC  TECHNICIANS 


Because  of  a  recurring  requirement  for  wage  data  on  electronic 
technicians,  classes  A,  B,  and  C,  and  the  limited  amount  of  pub¬ 
lished  BLS  data  on  these  classes.  Labor's  SCA  staff  made  a  study 
in  1973  of  the  wage  relationships  among  the  classes,  including 
combined  wage  data  for  all  three  classes  and  wage  data  for  the 
individual  classes  A,  B,  and  C.  BLS  survey  data  from  13  survey 
areas  (7  in  the  East  and  6  in  the  West)  were  compiled  to  arrive 
at  wage  rate  percentage  relationships  of  the  individual  classes 
to  the  overall  combined  wage  data.  The  staff  study  concluded  that 
these  relationships  would  enable  the  staff  to  establish  "prevail¬ 
ing  rates"  for  all  classes  of  electronic  technicians  in  localities 
where  BLS  had  published  data  for  only  the  overall  class.  The  study 
stated  that: 

"  [The]  resulting  wage  rates  should  be  considered 
accurately  representative  of  wages  being  paid  in 
the  locality  for  subject  services  since  they  are 
based  on  local  direct  survey  data  applied  to  a 
wage  structure  indicative  of  national  patterns." 

Our  review  of  the  staff  study  showed  that  substantial  differ¬ 
ences  in  wage  relationships  existed  throughout  the  country.  Also, 
because  of  the  substantial  numbers  of  surveyed  workers  in  the 
Boston  survey  area  in  the  East  and  the  Los  Angeles  survey  area  in 
the  West,  the  percentage  relationships  at  these  locations,  which 
were  similar  as  to  rates  and  ranges,  weighed  heavily  in  the  study 
results.  In  many  of  the  localities  where  fewer  workers  had  been 
surveyed,  significant  differences  in  the  percentage  relationships 
were  evident. 

From  the  data  in  the  13  BLS  area  wage  surveys,  the  following 
wage  percentage  relationships  were  established. 
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Wage 

percentage 

Job  classification  relationshi 


Electronic  technicians  -  all  100 

Class  A  109.5 

Class  B  94 

Class  C  79 


The  Boston  and  Los  Angeles  area  wage  surveys  showed  wage  rela¬ 
tionships  similar  to  those  above.  However/  these  two  surveys  ac¬ 
counted  for  nearly  half  of  the  total  technicians  in  the  13  surveys— 
4/432  of  9/186.  Other  BLS  surveys  among  the  13  studied,  with  fewer 
workers,  showed  substantially  different  wage  percentage  relation¬ 
ships,  as  illustrated  from  the  following  surveyed  relationships. 

Melbourne/ 

Corpus  Oxnard-  Titusville/ 


Job 

Christi, 

Cleveland, 

Columbus, 

Ventura, 

Pittsburgh, 

Cocoa  Beach 

classification 

TX 

OH 

OH 

CA 

PA 

FL 

Electronic 
technician  - 

all 

100 

100 

100 

100 

100 

100 

Class  A 

119 

107 

108 

106 

105 

107 

Class  B 

102 

98 

90 

96 

87 

94 

Class  C 

68 

93 

62 

93 

84 

57 

(Workers  in 

survey) 

(67) 

(259) 

(208) 

(140) 

(463) 

(760) 

Applying  the  staff  study  wage  percentage  relationships  to  the 
BLS  survey  data  for  the  overall  electronic  technician  wage  rate 
in  any  of  the  above  localities  would  distort  one  or  more  of  the 
existing  wage  relationships. 

Our  review  showed  that  the  percentage  relationships  were  not 
used  in  all  applicable  determinations  and,  when  used,  were  not 
necessarily  applied  to  all  classes.  The  following  example  illus¬ 
trates  how  the  percentage  relationship  was  used. 

WD73-1286  (Rev.  7),  January  30,  1979— 

Texas  (Dallas,  Tarrant, 
and  nine  other  counties) 

A  BLS  survey  of  the  Dallas-Fort  Worth,  Texas,  standard  metro¬ 
politan  statistical  area,  dated  October  1979,  showed  the  following 
wage  rates  for  electronic  technicians,  in  comparison  to  rates 
derived  by  applying  Labor's  staff  study  percentage  relationships: 


APPENDIX  IX 


APPENDIX  IX 


Percentage 

relation-  _  .  ,_S_t_af  f_  stud^_ 

ship  Percentage  Resulting 
for  3LS  relation-  computed 
mean  rates  ships  rates 

Electronic 

technicians  - 


all 

$7.24 

$7.18 

100 

100 

$7.24 

Class 

A 

8.21 

8.16 

113.4 

109.5 

7.93 

Class 

B 

7.11 

7.05 

98.2 

94 

6.81 

Class 

(None 

reported ) 

- 

79 

5.72 

It  would  appear  that  a  reasonable  wage  relationship  already 
existed  between  the  BLS  survey  mean  rates  for  classes  3  and  A. 
Labor's  wage  analyst  adopted  the  BLS  mean  rate  of  $7.11  for 
class  B,  which  was  $.30  an  hour  higher  than  the  class  B  rate  the 
analyst  computed  using  the  staff  study  relationship.  However, 
for  classes  A  and  C,  the  analyst  used  the  staff  study  wage  per¬ 
centage  relationships,  thereby  adopting  the  computed  rate  of 
$7.93  for  class  A  and,  in  the  absence  of  BLS  data,  establishing 
a  rate  of  $5.72  for  class  C.  A  comparison  of  prior  rates  Labor 
issued  in  September  1978  for  this  locality  with  those  issued  in 
this  determination  showed  that  the  class  A  technician  received  an 
increase  of  8  percent;  class  B,  7  percent;  and  class  C,  11  percent. 
According  to  Labor's  basis  sheet,  these  adjustments  were  necessary 
to  maintain  a  reasonable  wage  relationship  among  the  three  classes. 


BLS 

survey  rates 
Mean  Median 


106 
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109 


b/Sone  wage  data  provided  by  employers  were  based  on  average  hourly  rates  for  their  eirployees  in  this 
classification.  Therefore,  a  median  rate  could  not  be  accurately  determined. 
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rates  became  effective  on  July  1,  1979.  As  of  May  7,  1979,  when  the  determination  was  issued,  the 
■ates  for  the  custodian  and  group  leader  job  classifications  were  $4.00  and  $4.25,  respectively. 
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iese  rates  were  paid  by  one  of  the  two  contractors  awarded  vehicle  repair  and  maintenance  contracts 
ntaining  this  wage  determination;  however,  very  little  work  had  been  performed  by  the  contractor  that 
.s  paying  these  rates.  The  other  contractor  was  paying  lower  wage  rates  but  had  not  performed  any 
rvices  under  its  contract  at  the  time  of  our  review. 
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a/ All  three  contractors  were  paying  their  enployees  at  wage  rates  that  were  equal  to  or  higher  than 
issued  rates  for  these  job  classifications. 
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a/Twelve  employees  were  used  on  the  awarded  contract,  all  of  whom  were  paid  at  or  above  the  issued  wage  rates. 
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Labor's  basis  for  In  comparison  to  Labor's  issued  determination# 

issued  fringe  benefits  the  prevailing  fringe  benefits  were  found  to  be: 
onination  Collective  BLS  data  About  About  None 
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GAO'S  ANALYSIS  OF  LABOR'S  EXCEPTIONS 

TO  USE  OF  THE  $.32  NATIONWIDE 

HEALTH  AND  WELFARE  BENEFIT  RATE 

Labor  makes  seven  exceptions  to  its  use  of  the  $.32  nation¬ 
wide  health  and  welfare  benefit  rate.  These  exceptions  involve 
Federal  service  contracts 

— for  laundry  and  dryc leaning, 

— for  major  support  activities, 

— at  certain  DOD  and  NASA  installations  determined  by 
Labor  to  be  Federal  enclaves, 

— performed  in  Hawaii, 

—  for  the  types  of  work  performed  by  the  construction 
industry, 

— performed  by  State  and  local  governments  or  certain  sole- 
source  contractors,  and 

— performed  by  service  workers  paid  at  or  near  the  FLSA 
minimum  wage . 

Following  is  a  discussion  and  analysis  of  each  of  these  excep¬ 
tions  . 

LOWER  NATIONWIDE  RATE  ISSUED  FOR 
LAUNDRY  AND  DRYCLEANING  EMPLOYEES 

According  to  Labor  officials,  a  lower  nationwide  health  and 
welfare  benefit  rate  is  applied  to  laundry  and  drycleaning  serv¬ 
ice  contracts  because  nationwide  historical  data  support  lower 
wages  and  benefits  being  paid  to  employees  on  such  contracts. 
Over  the  past  14  years.  Labor  has  issued  three  health  and  wel¬ 
fare  benefit  hourly  rates  covering  laundry  and  drycleaning  serv¬ 
ice  employees,  as  indicated  in  the  following  schedules 


Date  issued 

Hourly  rate 

BLS  study  used 

10/4/68 

$.06 

Private  Nonfarm  Economy 

3/20/70 

.02 

Employee  Compensation 
and  Payroll  Hours: 
Laundries  and  Cleaning 
and  Dyeing  Plants 

2/11/80 

.09 

Private  Nonfarm  Economy 
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Although  data  were  availaole  in  1967  on  a  national,  metro¬ 
politan,  and  regional  basis  1/  showing  that  some  level  of  health 
and  welfare  benefits  was  generally  provided  to  laundry  and  dry- 
cleaning  employees,  no  data  were  available  on  the  employers' 
costs  of  those  fringe  benefits  other  than  on  an  all- industries 
or  national  level.  Thus,  Labor's  original  issued  rate  of  $.06 
an  hour  in  late  1968,  which  was  applied  nationwide  to  most  SCA 
determinations,  including  those  for  laundry  and  drycleaning  em¬ 
ployees,  was  based  on  the  national  average  employer  expenditure 
for  life,  accident,  and  health  insurance  for  all  classes  of  non¬ 
office  employees,  as  reported  in  a  1966  BLS  Private  Nonfarm 
Economy  survey.  But,  in  March  1970,  after  BLS  published  a  special 
report  on  wages  and  fringe  benefits  paid  specifically  to  employ¬ 
ees  in  the  laundry,  drycleaning,  and  dyeing  industry  2/  which 
supported  a  reduction  in  benefits,  Labor  lowered  the  nationwide 
rate  to  $.02  an  hour. 

However,  the  current  rate  of  $.09  an  hour,  adopted  in  Feb¬ 
ruary  1980,  was  not  based  on  that  special  industrywide  report 
because  BLS  did  not  update  and  reissue  it.  Because  undated  special 
industry  data  were  not  available.  Labor  assumed  that  the  rate  of 
change  (increase)  in  the  ratio  of  health  and  welfare  benefit  costs 
to  average  hourly  earnings  for  the  laundry  and  drycleaning  industry 
was  the  same  as  that  for  the  private  nonfarm  economy  as  a  whole 
and  adjusted  the  laundry  and  drycleaning  rate  accordingly. 

MUCH  HIGHER  RATE  ISSUED 
FOR  EMPLOYEES  ON  "MAJOR 
SUPPORT"  CONTRACTS 

Since  at  least  1973,  Labor  has  been  issuing  a  special,  much 
higher  nationwide  health  and  welfare  benefits  rate  per  hour  for 
proposed  Federal  contracts  on  which  Labor  assumes  the  support 
services  will  be  of  a  significant  nature — i.e.,  high  contract 
dollar  value  and  large  number  of  employees  required.  Also,  the 
special  rate  applies  when  the  level  of  competition  may  consist 
of  nationally  recognized  major  contractors.  The  contracts  are 
usually  to  provide  major  support  services  for  DOD  and  NASA  mis¬ 
sions  and  installations. 

These  benefits  are  expressed  in  the  determinations  in  terms 
of  the  employer's  average  costs  per  hour  per  employee,  computed 
on  the  basis  of  all  employees  (or  alternatively,  all  service 
employees)  working  on  the  contract.  The  benefit  level  (average 
cost  per  hour)  is  developed  from  the  average  nationwide  expendi¬ 
tures  for  selected  compensation  (fringe  benefit)  items,  such  as 


1/BLS  Bulletin  No.  1544,  "Industry  Wage  Survey:  Laundry  and 
Cleaning  Services,  Mid-1966"  (May  1967). 

2/BLS  Report  No.  367,  "Employee  Compensation  and  Payroll  Hours, 
Laundries  and  Cleaning  and  Dyeing  Plants,  1967"  (Nov.  1969). 
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various  types  of  insurance,  pensions,  and  severance  pay,  as 
reported  in  BLS '  Private  Nonfarm  Economy  surveys. 

Labor  originally  developed  this  rate  concept,  in  cooperation 
with  contracting  agencies,  contractors,  and  trade  associations, 
to  take  into  account  (1)  the  multiple  fringe  benefit  practices 
among  major  Government  service  contractors,  (2)  the  fact  that 
such  contractors'  employees  are  generally  furnished  levels  of 
benefits  higher  than  those  provided  by  most  service  contractors, 
and  (3)  the  adverse  impact  Labor's  f ixed-amount-per-hour  approach 
was  having  on  major  contractors'  health  and  welfare  plans.  The 
current  health  and  welfare  rate  applied  to  major  support  contracts 
is  $1.08  an  hour. 

SPECIAL  RATES  IMPOSED  ON  SERVICE 
CONTRACTORS  AT  FEDERAL  "ENCLAVES" 

At  certain  DOD  and  NASA  installations  deemed  by  Labor  to  be 
Federal  "enclaves,"  Labor  imposes  special  fringe  benefit  rates  on 
all  service  contracts  employing  non-unionized  service  workers. 

Such  fringe  benefits  exceed  not  only  those  prevailing  in  the  sur¬ 
rounding  localities,  but  also  those  imposed  on  the  so-called 
"major  support"  contracts. 

For  example,  at  the  Federal  installations  in  Brevard  County, 
Florida — which  include  NASA's  Kennedy  Space  Center,  Patrick  Air 
Force  Base,  Cape  Canaveral  Air  Force  Station,  and  the  Eastern 
Test  Range  Satellite  Sites — Labor  is  imposing  an  "enclave"  health 
and  welfare  rate  of  $1.16  an  hour  for  all  non-unionized  service 
workers  employed  on  Federal  service  contracts.  This  $1.16  rate 
was  originally  established  in  January  1977  for  application  to 
Kennedy  Space  Center  and  was  later  extended  to  the  other  facili¬ 
ties  within  the  Federal  "enclave."  At  that  time.  Labor's  nation¬ 
wide  health  and  welfare  rate  for  major  support  contracts  was  $.67 
an  hour,  or  about  42  percent  less,  and  its  nationwide  rate  for 
most  wage  determinations  in  Brevard  County  and  elsewhere  in  the 
continental  United  States  was  $.21  an  hour,  or  about  82  percent 
less . 

Supporting  documents  in  Labor's  docket  file  for  fringe  bene¬ 
fit  (and  wage  rate)  determinations  at  the  Kennedy  space  complex 
showed  that  Labor  derived  the  $1.16  rate  by  computing  the  weighted 
average  hourly  rate  for  health  and  welfare  benefits  paid  by  15 
incumbent  service  contractors  within  the  enclave  to  their  4,863 
union  and  873  non-union  service  workers.  Our  analysis  of  Labor's 
supporting  data  showed  that  the  $1.16  rate  was  higher  than  the 
collective  bargaining  agreement  rates  applicable  to  59  percent  of 
the  service  workers  in  the  enclave  covered  by  union  agreements. 

SPECIAL  RATE  GENERALLY 
APPLIED  IN  HAWAII 

For  general  wage  determinations  covering  proposed  service 
contracts  in  Hawaii,  Labor  applies  a  special  low  health  and 
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welfare  benefit  rate  of  $.055  an  hour.  This  rate,  which  is  even 
lower  than  the  current  $.09  nationwide  rate  applied  to  laundry 
and  drycleaning  service  contracts,  was  adopted  in  1970  on  the 
basis  of  a  Hawaii  Employers'  Council  survey  of  employee  benefit 
plans  in  Hawaii  that  showed  such  benefits  were  made  available 
to  the  majority  of  surveyed  workers.  In  1981,  Labor  was  still 
applying  this  $.055  rate  in  all  determinations  covering  services 
in  Hawaii  except  those  Labor  deemed  to  be  "major  support"  serv¬ 
ices,  to  which  it  applied  the  much  higher  $1.08  rate. 

RATES  BASED  ON  DAVIS -BACON  ACT 

WAGE  DECISIONS  FOR  CONSTRUCTION  WORKERS 

ADOPTED  FOR  CERTAIN  SERVICE  CONTRACTS 

According  to  Labor' s  draft  manual  of  policies  and 
procedures  1/  and  as  we  pointed  out  in  chapter  3  (see  p.  25), 
wage  rates  and  fringe  benefits  in  issued  Davis-Bacon  Act  wage 
decisions  are  considered  appropriate  for  adoption  under  SCA  when: 

"*  *  *  the  Federal  agency  contract,  although  within 
the  purview  of  this  Act,  involves  work  of  the  type 
ordinarily  provided  by  firms  within  the  construction 
industry  and/or  work  which  typically  and  historically 
is  of  a  type  performed  by  construction  related 
employees . " 

Our  analysis  of  Labor  SCA  wage  determination  procedures 
disclosed  that,  when  Labor  bases  its  determinations  on  existing 
Davis-Bacon  Act  wage  decisions  applicable  to  construction 
workers,  it  issues  either  very  high  fringe  benefit  rates  or  none 
at  all,  regardless  of  the  fringe  benefits  that  may  otherwise 
prevail  for  service  workers  in  the  specified  locality. 

For  example,  during  the  first  3  months  of  1981,  Labor 
issued  at  least  23  new  wage  determinations  based  on  Davis-Bacon 
Act  wage  decisions.  Twelve  of  the  23  contained  fringe  benefit 
rates  for  individual  job  classifications  ranging  from  $.50  to 
$6.54  an  hour.  Ten  determinations  did  not  impose  any  fringe 
benefit  requirements  on  prospective  contractors.  The  other 
determination,  covering  Army  Corps  of  Engineers  contracts  for 
"services  to  protect  life  and  property  during  floods"  in  Idaho, 
Montana,  and  Washington,  cited  three  statewide  Davis-Bacon  Act 
wage  decisions  for  the  respective  States  and  pointed  out  that 
the  wage  rates  and  fringe  benefits  in  those  decisions  would  be 
applicable.  Specific  job  classifications,  wage  rates,  and 
fringe  benefits  were  not  listed  on  the  issued  SCA  determination. 


l/See  footnote  on  page  10 
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CONTRACTORS'  EXISTING  FRINGE  BENEFITS 
ADOPTED  AS  PREVAILING  FOR  CERTAIN 
SCA  DETERMINATIONS  LABOR  ISSUES 


For  SCA  determinations  covering  service  contracts  with  State 
or  local  government  agencies  or  instrumentalities  and  with  certain 
sole-source  contractors,  Labor's  practice  is  to  accept  and  adopt 
the  existing  fringe  benefits  (and  wages)  paid  by  them  to  their 
service  employees.  Such  determinations  do  not  cite  specific  wage 
and  fringe  benefit  rates.  Instead,  they  will  typically  contain  a 
statement  similar  to  the  following: 

"The  wage  rates  and  fringe  benefits  paid  by  the 
*  *  *  [State  or  local  agency  or  specified  contractor] 
to  employees  engaged  in  the  performance  of  the 
above  contract  are  adopted  as  prevailing  for  the 
purposes  of  this  determination." 

Two  of  the  150  determinations  in  our  sample,  covering  services 
to  be  provided  by  local  government  agencies  in  New  Mexico  and 
North  Carolina,  contained  this  type  of  statement  in  lieu  of  citing 
specific  rates.  Both  determinations,  however,  contained  an  addi¬ 
tional  stipulation  requiring  wage  rates  no  less  than  the  FLSA 
minimum  wage . 

NO  FRINGE  BENEFITS  INCLUDED  IN 
CERTAIN  DETERMINATIONS  CITING 
WAGES  AT  OR  NEAR  THE  FLSA  MINIMUM 

For  certain  SCA  wage  determinations  that  cite  wage  rates  at 
or  near  the  FLSA  minimum  wage.  Labor  does  not  include  any  fringe 
benefit  requirements.  Seven  of  the  150  determinations  in  our 
sample,  citing  the  FLSA  minimum  wage,  did  not  contain  fringe 
benefit  rates.  Of  the  seven  determinations,  three  were  for  food 
and  lodging  services.  The  other  four  involved  food  concession, 
barber/beautician,  musician,  and  clerical  services. 
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FEDERAL  ENTITIES  AND  NON-FEDERAL 
ORGANIZATIONS  THAT  GAO  ASKED 
TO  REVIEW  AND  COMMENT  ON 
DRAFT  REPORT 

FEDERAL  ENTITIES 

1.  Office  of  Management  and  Budget 

2.  Presidential  Task  Force  on  Regulatory  Relief 

3.  Department  of  Defense 

4.  Department  of  Energy 

5.  Department  of  Labor 

6.  General  Services  Administration 

7.  National  Aeronautics  and  Space  Administration 

8.  U.S.  Postal  Service 

9.  Veterans  Administration 
NON-FEDERAL  ORGANIZATIONS 

1.  American  Federation  of  Labor  and  Congress  of  Industrial 

Organizations 

2.  Chamber  of  Commerce  of  the  United  States 

3.  Coalition  for  Common  Sense  in  Government  Procurement 

4.  Committee  on  Contracting  Out 

5.  Computer  and  Business  Equipment  Manufacturers  Association 

6.  Institute  of  Electrical  and  Electronics  Engineers 

7.  International  Brotherhood  of  Teamsters,  Chauffeurs, 

Warehousemen  and  Helpers  of  America 

8.  National  Contract  Management  Association 

9.  National  Council  of  Technical  Service  Industries 

10.  Scientific  Apparatus  Makers  Association 


APPENDIX  XIV 


APPENDIX  XIV 


EXECUTIVE  OFFICE  OF  THE  PRESIDENT 
OFFICE  OF  MANAGEMENT  AND  BUDGET 

WASHINGTON,  D.C.  20503 


ifcP  1  7  1382 


Honorable  Charles  A.  Bowsher 
Comptroller  General  of  the 
United  States 
Washington,  D.C.  20548 

Dear 

You  have  requested  our  comments  on  a  draft  of  your  proposed 
report  to  Congress  entitled,  "The  Service  Contract  Act  Should  be 
Repealed."  The  report  is  a  careful  analysis  and  detailed  com¬ 
pilation  of  some  of  the  problems  associated  with  administering 
the  Service  Contract  Act.  However,  the  report's  recommendation — 
that  the  Act  should  be  repealed — appears  premature,  because,  as 
the  report  itself  points  out,  the  Department  of  Labor  is  cur¬ 
rently  in  the  midst  of  making  changes  in  its  regulations  that 
would  correct  or  alleviate  many  of  the  problems  of  coverage  and 
administration  of  the  Act.  The  Department  of  Labor  estimates 
that  these  changes  would  produce  federal  contract  savings  of 
about  $240  million  annually. 

Under  E.O.  12291  the  Department  of  Labor  must  submit  its  final 
proposed  changes  to  0MB  30  days  prior  to  publication  in  the 
Federal  Register .  At  that  time,  the  proposed  changes  will  be 
reviewed  for  consistency  with  the  regulatory  principles  of  the 
E.O.  12291.  Since  we  are  a  part  of  this  ongoing  rulemaking 
process,  it  would  be  inappropriate  for  us  to  comment  more 
specifically  on  your  report  at  this  time. 

Sincerely, 

/Jr* 

fiafeph  R.  Wright,  Jr. 

j«puty  Director 
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U.S.  Department  of  Labor  Deputy  Under  Secretary  for 

tmployment  Standards 
Washington,  D.C.  20210 


mb  ton? 


Mr.  Gregory  J.  Ahart 
Director 

Human  Resources  Division 
U.S.  General  Accounting  Office 
Washington,  D.C.  20548 

Dear  Mr.  Ahart: 

This  is  in  reply  to  your  letter  to  the  Secretary  requesting 
comments  on  the  draft  GAO  report  entitled:  "The  Service 
Contract  Act  Should  Be  Repealed." 

The  Department's  response  is  enclosed. 

The  Department  appreciates  the  opportunity  to  comment 
on  this  report. 

Sincerely,  /]  /)- 

Robert  B.  Collyer  f 
Deputy  Under  Secretary 


Enclosure 
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U.S.  Department  of  Labor's  Response  to  the 

Draft  General  Accounting  Office  Report 

Entitled - 

"The  Service  Contract  Act  Should  Be  Repealed" 

The  Department  is  appreciative  of  GAO's  recognition  in  this 
draft  report  of  the  difficulties  of  administering  the 
Service  Contract  Act  as  well  as  the  acknowledgement 
that  the  proposed  changes  to  the  Act's  Regulations  would 
go  far  to  improve  the  Act's  administration  and  more 
accurately  reflect  Congressional  intent.  However, 
there  is  concern  with  the  lack  of  an  adequately  documented 
and  substantiated  basis  to  support  the  report's  conclusion 
that  the  Act  should  be  repealed. 

According  to  the  draft  report,  GAO  began  this  study  in 
October  1979  and  completed  their  analysis  in  November 
1981.  The  draft  report  is  dated  July  19,  1982,  so  this 
effort  has  thus  far  taken  approximately  three  years.  The 
major  basis  for  recommending  repeal  is  a  result  of  a  focused 
review  of  a  total  of  25  wage  determinations.  DOL  issues 
approximately  6,000  wage  determinations  annually.  GAO 
acknowledges  that  the  size  of  their  sample  and  their 
methodology  precludes  any  meaningful  results.  On  page  50, 
the  report  states  "we  cannot  statistically  project  our 
sample  results  to  Labor's  universe  of  issued  determinations 
because  of  the  limited  numbers  of  wage  determinations  in 
our  sample  and  the  sampling  methodologies  used".  Even 
though  GAO  itself  considers  the  results  to  be  inconclusive, 
the  report  concludes  with  a  recommendation  for  repeal. 

With  respect  to  GAO's  survey  sample,  the  Department  is 
troubled  by  the  selection  techniques  GAO  utilized.  While 
SCA  determinations  are  issued  for  locations  throughout  the 
country,  GAO's  small  sample  was  somewhat  concentrated  in 
"Sun  Belt"  states.  No  explanation  is  provided  for  the 
concentration  in  these  states. 

Although  GAO  does  not  clearly  explain  the  methodology  or 
guidelines  utilized  in  conducting  its  own  prevailing  wage 
surveys,  it  does  say  that  it  disregarded  the  requirements 
in  section  2(a)(5)  of  the  Act  to  give  "due  consideration" 
to  the  wages  which  would  have  been  paid  service  workers  if 
they  had  been  "direct  hire"  federal  employees.  Irrespective 
of  whether  GAO  otherwise  used  the  same  rules  DOL  uses  in 
conducting  wage  surveys,  omitting  this  statutorily  mandated 
consideration  could  result  in  different  prevailing  wages. 

As  best  as  can  be  asceratained  from  the  report,  GAO  has 
also  overlooked  the  fact  that  at  least  eight  of  the  25  wage 
determinations  sampled  were  issued  in  accordance  with 
section  4(c)  of  the  Act  which  mandates,  in  general,  that 
successor  contractors  pay  no  less  than  the  wage  rates  and 
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fringes  contained  in  a  predecessor  contractors'  collective 
bargaining  agreement,  unless  such  rates  or  benefits  are 
found,  after  a  hearing,  to  be  "substantially  at  variance" 
with  those  prevailing  in  the  locality. 

Thus,  a  comparison  between  DOL's  4(c)  determinations  and 
GAO's  prevailing  wage  determinations  is  an  "apples  and 
oranges"  comparison.  Under  the  statutory  mandate  of  the 
Act,  the  Department  can  only  modify  the  rates  to  be  paid  by 
a  successor  contractor,  if  there  is  a  hearing.  GAO  does  not 
explain  why  the  contracting  agencies  or  contractors  who 
appear  to  have  taken  exception  to  the  rates  in  these 
determinations  did  not  pursue  their  prerogatives  to  request 
"substantial  variance"  hearings  as  provided  for  in  the 
statute  and  the  regulations. 

Finally,  in  reaching  the  conclusion  that  the  Act  be  repealed, 
GAO  did  not  give  any  consideration  to  the  benefits  derived 
from  the  Service  Contract  Act  to  the  Government,  contractors, 
and  the  affected  employees. 

Conclusion 

Whether  or  not  the  public  interest  would  be  best  served  by 
repealing  the  Service  Contract  Act,  as  recommended  by  GAO, 
is  a  decision  which  should  be  well  documented,  based  on 
substantial  facts  and  supported  by  firm  data.  The  Department 
does  not  find  sufficient  foundation  in  the  report  to  conclude 
whether  or  not  repeal  of  the  Act  is  in  order  and  therefore, 
makes  no  comment  on  that  legislative  recommendation. 
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THE  UNDER  SECRETARY  OF  DEFENSE 

WASHINGTON.  D.C.  20301 


RESEARCH  AND 
ENGINEERING 


8  SEP  1982 


Mr.  Gregory  J.  Ahart 
Director,  Human  Resources  Division 
U.S.  General  Accounting  Office 
Washington,  D.C.  20548 

Dear  Mr.  Ahart: 

This  is  in  reply  to  your  letter  of  July  19  to  the  Secretary  of  Defense 
forwarding  for  comment  a  draft  report,  "The  Service  Contract  Act 
Should  Be  Repealed."  Code  201540  (OSD  Case  #5536-B) 

Your  report  recommends  that  Congress  repeal  the  Service  Contract 
Act.  The  report  states,  among  other  matters ,  that  wage  rates  set 
under  the  Act  are  generally  inflationary,  accurate  determinations  of 
prevailing  wage  rates  cannot  be  made  using  existing  data  sources, 
and  the  Act  cannot  be  administered  in  ar<  efficient  manner.  As  you 
suggest,  the  Fair  Labor  Standards  Act  and  administrative  procedures, 
implemented  through  the  Federal  procurement  process,  could  provide 
a  measure  of  wage  and  benefit  protection  to  contractor  employees  if 
the  Act  is  repealed. 

We  are  in  general  agreement  with  the  findings  in  the  report  and  have 
supported  for  some  time  revision  of  the  implementing  regulations 
issued  by  the  Department  of  Labor  (DOL).  As  your  report  notes,  the 
DOL  is  proposing  revised  regulations,  but,  although  these  would 
improve  application  of  the  Act,  major  underlying  problems  would 
remain  unresolved. 


While  we  favor  the  thrust  of  your  recommendation,  we  defer  to  the 
Office  of  Management  and  Budget  for  the  Administration's  position  on 
outright  repeal.  We  appreciate  the  opportunity  to  comment  on  the 
report. 

Sincerely, 


L - 

James  P.  Wade,  Jr. 

Principal  Deputy  Under  Secretary 
of  Defense  for  Research  and  Engineering 
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(W\SA 

National  Aeronautics  and 
Space  Administration 

Washington,  D  C 
20546 


Reply  lo  Attn  Ol  JJ  AUG  17  1982 


Mr.  W.  H.  Sheley,  Jr. 

Director 

Mission  Analysis  and  Systems 
Acquisition  Division 
U.S.  General  Accounting  Office 
Washington,  DC  20548 


Dear  Mr.  Sheley: 

Thank  you  for  the  opportunity  to  review  the  draft  GAO  report  entitled, 
"The  Service  Contract  Act  Should  be  Repealed."  Specific  agency  comments 
are  provided  in  the  enclosure  to  this  letter. 


Enclosure 


APPENDIX  XVII 


APPENDIX  XVII 


GAO  DRAFT  REPORT  ENTITLED,  "THE  SERVICE 
CONTRACT  ACT  SHOULD  BE  REPEALED, "  CODE  201540 

Senior  managers  of  NASA  who  are  familiar  with  the  Service 
Contract  Act  (SCA)  have  reviewed  your  study  report  and  have 
held  informal  meetings  with  members  of  the  GAO  staff. 

Mr.  Beggs  has  asked  that  I  assemble  their  comments  and 
respond  on  this  matter. 

Essentially  all  maintenance,  operation  and  program  support  at 
the  various  NASA  centers  are  accomplished  through  support 
service  contracts  subject  to  the  Service  Contract  Act.  As  you 
know,  the  current  $2,500  SCA  threshold  will  buy  less  than  one- 
sixth  of  a  man  year  of  effort  which  means  that  most  purchase 
orders  for  services  up  to  $10,000  are  covered  by  the  Act.  We 
suggest  that  the  GAO  consider  expanding  its  study  to  include 
the  substantial  costs  associated  with  the  administration  of 
the  Act  by  DOL,  agencies  and  contractors.  This  study  should 
also  evaluate  raising  the  present  threshold  of  contracts 
subject  to  the  Act. 

Our  experience  with  the  SCA  is  generally  in  accord  with  your 
analysis  of  the  Department  of  Labor  (DOL)  methodology  in 
making  wage  determinations  and  their  limited  data  base.  We 
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agree  with  your  conclusions  that  the  SCA  is  very  complex  in 
its  present  form  and  we  believe  that  the  lack  of  resources 
of  the  DOL  has  not  allowed  the  Act  to  accomplish  the  original 
intent  of  Congress.  We  generally  concur  with  the  findings  of 
your  draft  report;  however,  we  have  serious  concerns  regarding 
your  suggested  administrative  policies  which  would  substitute 
the  SCA  protection  of  wages  and  fringes  for  all  service  employees. 
NASA  representatives  in  their  meeting  with  members  of  your  staff 
explained  in  great  detail  the  problems  associated  with  applying 
the  current  procurement  policy  for  professional  employees  to  all 
of  the  employees  now  covered  by  the  SCA. 

We  would  not  oppose  repeal  of  the  SCA  provided  that  a  phase-in 
plan  be  established  which  would  provide  reasonable  protection 
for  the  service  employees  and  have  some  assurance  that  the 
agencies  would  not  require  their  contractors  to  pay  excessive 
labor  rates  and  fringes  compared  to  those  for  similar  services 
in  the  private  sector.  It  is  our  opinion  that  any  sudden 
repeal  of  SCA  without  an  interim  phase-in  plan  could  cause 
serious  labor  problems  among  our  contractors  which  would  be 
disruptive  to  the  major  programs  of  the  agency.  We  recommend 
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that  the  GAO  consider  a  phase-in  plan  which  would  stay  the 
repeal  of  SCA  until  a  study  group  completed  an  in-depth  study 
of  various  alternatives  and  made  formal  recommendations.  We 
would  suggest  that  this  committee  would  include  members  with 
extensive  expertise  in  thvs  field  from  management,  government 
and  possibly  public  members.  Some  of  the  alternatives  to  be 
studied  could  include: 

(1)  Continue  SCA  and  reduce  the  scope  of  coverage 
and  increase  DOL  resources. 

(2)  Repeal  Sec.  4(c)  and  continue  SCA  with  reduced 
scope  of  coverage. 

(3)  Repeal  SCA  and  legislate  new  statutes  that  would 
provide  wage  protection  to  service  employees  by 
establishing  minimum  rates  paid  in  the  various 
industries  on  a  State  or  Regional  basis. 

(4)  Any  alternative  should  only  be  applicable  to 
service  contracts  in  excess  of  $500,000. 

(5)  Any  other  alternatives  or  recommendations 
that  would  provide  reasonable  protection  to 
service  employees  as  well  as  the  Federal 


Government. 
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NASA  would  be  happy  to  participate  and  contribute  any  experience 
that  would  be  helpful  in  such  a  committee. 


We  hope  these  comments  will  be  helpful  and  if  you  have  any 
further  questions  on  this  matter,  please  let  me  know. 


Rol&rt  E 
Director 


,  inthistri 


strial  Relations 
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nSCSK  Services 

V  lL/TV  JlV  X  Administration  Washington,  DC  20405 


AUG  2  0  1982 

Honorable  Charles  A.  Bowsher 
Comptroller  General  of  the  United  States 
U.S.  General  Accounting  Office 
Washington,  DC  20548 

Dear  Mr.  Bowsher: 

Thank  you  for  the  opportunity  to  comment  on  the  draft  General  Accounting 
Office  (GAO)  report,  "The  Service  Contract  Act  Should  be  Repealed." 

The  General  Services  Administration  agrees  with  the  draft  report's  major 
conclusions  that:  (1)  inherent  problems  exist  in  the  administration  of  the 
Service  Contract  Act  which  cannot  be  fully  resolved  through  improvements  in 
the  Act's  implementing  regulations;  (2)  accurate  wage  rates  and  fringe 
benefits  for  incorporation  in  Federal  contracts  are  difficult  to  obtain  and 
are  generally  inflationary  to  the  Government;  and  (3)  alternative  means  are 
available  to  provide  adequate  wage  and  benefit  protection  for  service 
employees  which  are  preferable  to  the  existing  statutory  mechanism.  We, 
therefore,  strongly  endorse  the  draft  report's  primary  recommendation  that 
the  Service  Contract  Act  be  repealed. 


FayfKline 

Deputy  Administrator' 
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Department  of  Energy 
Washington,  D.C.  20585 


Mr.  J.  Dexter  Peach 

Director,  Energy  and  Minerals  Division 
U.S.  General  Accounting  Office 
Washington,  D.C.  20548 

Dear  Mr.  Peach: 

The  Department  of  Energy  (DOE)  appreciates  the  opportunity  to  comment  on  the 
draft  of  a  proposed  report  entitled  "The  Service  Contract  Act  Should  Be 
Repealed"  by  the  Comptroller  General  to  the  Congress. 

We  neither  question  nor  challenge  the  findings  in  the  subject  report  that, 
under  present  circumstances,  the  Department  of  Labor  does  not  have  available 
to  it  the  resources  to  develop  data  necessary  to  make  accurate  prevailing  wage 
rate  and  fringe  benefit  determinations  in  many  Instances.  However,  the  Service 
Contract  Act  and  its  administration  have  not  caused  the  Department  of  Energy 
any  major  difficulties. 

Sincerely, 

William  S.  Heffel finger^ 

Assistant  Secretary 
Management  and  Administration 
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Veterans 

Administration 


Office  of  the 
Administretor 
of  Veterens  Affairs 


Mr.  Gregory  J.  Ahart 
Director,  Human  Resources  Division 
U.S.  General  Accounting  Office 
Washington,  DC  20548 

Dear  Mr.  Ahart: 


Thank  you  for  the  opportunity  to  review  the  July  19,  1982,  draft  report,  "The 
Service  Contract  Act  Should  Be  Repealed."  The  report  details  the  difficulties  the 
Department  of  Labor  (DOL)  experiences  in  determining  the  prevailing  wage  rates 
and  fringe  benefits  for  service  workers  on  Federal  contracts  over  $2,500.  As  an 
alternative,  GAO  recommends  that  special  procurement  procedures  be  developed 
which  would  make  contracting  agencies  responsible  for  determining  a  suitable 
compensation  structure  for  each  service  contract. 

Imposing  such  a  requirement  on  each  contracting  agency  would  create  an  enormous 
administrative  burden  and  incur  significant  costs.  In  addition,  contracting  officers 
who  do  not  possess  the  necessary  expertise  to  determine  wages  would  require 
training. 

Rather  than  repeal  the  Act,  it  would  be  more  appropriate  to  adjust  the  dollar 
threshold  at  which  the  provisions  of  the  Act  become  effective.  I  would  suggest 
that  the  provisions  become  effective  at  the  purchase  threshold  of  $25,000,  as 
proposed  by  the  Uniform  Federal  Procurement  System  in  their  submission  to  the 
Congress  pursuant  to  Public  Law  96-83.  With  this  method,  the  number  of  contract 
actions  for  which  the  DOL  must  set  wage  rates  and  fringe  benefits  would  be 
substantially  reduced,  enabling  DOL  to  administer  the  Act  more  efficiently  and 
effectively. 

If  the  Service  Contract  Act  is  not  repealed  as  proposed  by  GAO,  I  believe  that  the 
data  used  to  set  wage  rates  and  fringe  benefits  should  be  limited  to  service  trades 
and  crafts  and  should  not  include  white  collar  wage  and  fringe  benefit  data.  I 
would  also  suggest  that  rates  of  wages  and  benefits  be  established  for  each  actual 
class  of  trade  and  craft  rather  than  by  general  groupings. 
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THE  POSTMASTER  GENERAL 

Washington,  DC  20260-0010 


August  11,1 982 


Dear  Mr.  Anderson: 

This  refers  to  your  proposed  report  entitled,  "The  Service  Contract 
Act  Should  Be  Repealed,"  upon  which  you  requested  Postal  Service 
comments. 

Although  the  Postal  Service's  own  experiences  with  the  Act  are  not 
specifically  discussed  in  the  report,  they  are  in  conformity  with  your 
overall  findings  and  we  would  benefit  if  the  Act  is  repealed. 


Mr.  William  J.  Anderson 
Director,  General 
Government  Division 
U.S.  General  Accounting  Office 
Washington,  D.C.  20548 
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American  Federation  of  Labor  and  Congress  of  Industrial  Organizations 


815  Sixteenth  Street.  N.W. 
Washington.  D  C.  20006 
(202)  637-5000 


EXECUTIVE  COUNCIL 

LANE  KIRKLAND  PRESIDENT  THOMAS  R.  DONAHUE  SECRETARY  TREASURER 


John  M  Lyons 
S  Frank  Raftery 
Albert  ShanKer 
Edward  T  Hanley 
J  C  Turner 
Kenneth  T  Blaylock 
William  H  Wynn 
Wayne  E  Glenn 
Joyce  D  Miller 
Frank  Drozak 
Richard  I  Kilroy 


Thomas  W  Gleason 
Martin  J  Ward 
Glenn  E  Watts 
Angelo  Fosco 
Lloyd  McBride 
Alvin  E  Heaps 
John  J  O'Donnell 
Robert  F  Goss 
John  j  Sweeney 
James  E  Hatfield 
Vincent  R  Sombrotto 


Frederick  O'Neal 
Murray  H  Finley 
Sol  C  Chaikin 
Charles  H  Piilard 
David  J  Fitzmaunce 
Wm  W  Winpismger 
John  DeConcim 
William  Konyha 
Douglas  A  Fraser 
Barbara  Hutchinson 
Gerald  W  McEntee 


August  19,  1982 


Hon.  Charles  A.  Bowsher 
Controller  General 
General  Accounting  Office 
441  G  Street,  N.W. 
Washington,  D.C.  20548 

Dear  Mr.  Bowsher: 


This  is  in  response  to  your  invitation  to  the  American  Federation  of  Labor 
and  Congress  of  Industrial  Organizations  (AFL-CIO)  to  comment  on  a  draft  report 
titled  "The  Service  Contract  Act  Should  be  Repealed."  In  essence,  our  reaction  is 
that  the  draft  report  represents  one  political  point  of  view  rather  than  a  balanced 
analysis  of  the  Service  Contract  Act  (SCA).  The  authors  have  emphasized  the 
interests  of  the  procurement  community  while  ignoring  the  legitimate  income 
maintenance  and  job  security  interests  of  workers  directly  employed  by  the 
government  and  those  indirectly  employed  through  service  contractors  —  the 
individuals  Congress  intended  to  protect  in  enacting  the  SCA. 

The  report  (page  5)  states  that  its  purpose  is  to  determine  "whether  the 
Service  Contract  Act  is  being  administered  in  a  manner  that  effectively  fulfills  its 
congressional  intent  of  protecting  the  economic  well-being  of  covered  service 
workers..."  The  report  then  all  but  ignores  this  sound  and  constructive  beginning 
and  concentrates  on  the  Act's  cost  to  the  government,  the  enforcement  burden  on 
procurement  officers  and  the  compliance  problems  of  service  contractors.  It  is  as 
if  a  study  of  the  crime  of  murder  looked  to  the  cost  of  maintaining  the  police,  the 
difficulties  of  apprehending  felons  and  the  inconvenience  the  law  enforcement 
system  causes  criminals.  Because  it  proceeds  the  wrong  way  around,  the  report 
concludes  that  the  economic  security  workers  deserve  is  that  provided  by  the 
provisions  of  the  Fair  Labor  Standards  Act  which  provides  only  the  minimum  wage 
and  no  job  security  or  fringe  benefits  protections.  In  fact,  the  report's  costing 
result  is  achieved  by  excluding  from  the  calculation  the  basic  protections  provided 
workers  by  negotiated  labor  contracts  and  recognized  by  Subsection  4(c)  of  the 
SCA.  This  is  done  even  though  12  of  the  wage  determinatioins  studied  were  based 
on  Subsection  4(c)'s  recognition  of  labor  contract  wages. 

The  report's  authors  state  that  "we  cannot  statistically  project  our  sample 
results..."  and  then  go  ahead  and  make  projections.  This  is  only  the  beginning  of 
the  study's  methodological  imperfections;  I  note  three  more  as  illustrated.  The 
report's  data  cannot  be  checked  because  the  authors  provide  only  sketchy 
information  on  the  persons  contacted.  The  definition  of  locality  used  in  the  report 


GAO  note:  Page  reference  has  been  changed  to  correspond  to  page 
number  in  the  final  report. 
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for  the  purpose  of  a  survey  is  not  consistent;  in  some  cases,  it  is  an  enclave,  while 
in  others,  it  is  a  county.  Finally,  there  is  no  documentation  as  to  actual  wage  rates 
obtained  from  each  source  and  the  weights  assigned. 

The  only  basis  on  which  the  authors  claim  that  the  study  is  representative  is 
their  own  judgment  and  "discussions  with  numerous  officials  in  and  out  of  the 
government."  We  would  appreciate  the  names  of  the  "numerous  officials  in  and  out 
of  the  government  contacted"  who  would  stake  their  professional  reputations  on 
the  validity  and  reliability  of  this  report  as  it  relates  to  the  nation  as  a  whole. 

The  "research"  on  which  the  report  is  based  is  at  the  least  unintentionally 
biased.  Although  there  are  other  examples,  an  analysis  of  Appendix  VIII  titled 
"Statistical  Data  on  GAO  Sampling  of  the  Service  Contract  Act  Wage 
Determinations"  suffices  to  make  the  point. 

These  samples  of  Wage  Determinations  are  the  basis,  to  the  extent  there  is 
one,  for  most  of  the  report's  conclusions.  What  is  described  as  the  "universe"  from 
which  the  sample  is  drawn,  includes  3,533  wage  determinations.  This  "universe"  is 
an  arbitrary  slice  of  the  lowest  wage  portion  of  the  country.  The  shaded  area  of 
the  attached  map  represents  the  authors'  "universe."  At  the  time  of  this  study, 
there  were  approximately  9,000  wage  determinations  in  effect  covering  the  entire 
country.  Yet,  GAO  considers  the  "universe"  to  include  only  3,533  such 
determinations  from  21  so  called  "sunbelt"  states.  Given  that  there  are  29  other 
states  in  this  "universe"  it  would  be  interesting  to  know  how  it  was  determined  that 
only  southern  tier  states  should  be  included  and  that  all  other  states  were  to  be 
considered  outside  of  GAO's  "universe." 

The  research  methodology  then  uses  "computer  generated  random  samples"  of 
the  above  preselected  "universe."  The  computer,  however,  did  not  work  alone,  that 
admirable  machine  was  instructed  by  the  study's  authors  to  pull  125  wage 
determinations  per  state  from  the  following  group  of  states  --  Alabama,  Florida, 
Georgia,  South  Carolina  and  Tennessee  —  while  for  each  of  the  other  4  groups 
drawn  from  the  other  16  states  the  computer  was  instructed  to  pull  100.  No 
explanation  is  provided  for  these  groupings  or  for  the  weighting  factor;  none  of  any 
substance  is  apparent  to  us.  The  study's  authors,  not  the  computer,  then  pulled  a 
second  "random  sample"  of  30  from  each  of  the  foregoing  5  groups  of  states  and 
then  a  second  sub-sample  of  5  from  each  of  the  groups.  The  result  is  that  for  the 
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purpose  of  analysis,  the  5  wage  determinations  from  the  group  consisting  of 
Colorado,  New  Mexico  and  Utah  are  given  the  same  weight  as  the  five  from 
Alabama,  Florida,  Georgia,  South  Carolina  and  Tennessee.  This,  despite  the  fact 
that  there  were  one  third  as  many  wage  determinations  made  in  the  first  of  these 
groups  as  in  the  second. 

Another  aspect  of  the  studies'  methodology  that  begs  for  explanations  is  the 
number  of  "enclave"  determinations  analyzed  in  Florida.  The  Department  of 
Labor's  use  of  the  enclave  concept  has  been  a  source  of  continual  complaints  by  the 
NASA  and  DOD  procurement  community.  Yet,  the  concept  is  used  in  relatively 
few  situations  and  those  are  mostly  in  Florida.  Our  attention  was  drawn  to  the 
fact  that  while  Florida's  wage  determinations  were  33%  of  the  total  in  GAO's 
"Regional  Universe  'A',"  those  determinations  turned  out  to  be  60%  of  GAO's  sub¬ 
sample  for  the  Region.  And  of  the  three  wage  determinations  GAO  studied  in 
Florida,  two  "just  happened  to  be"  enclave  determinations  from  two  separate  areas. 

We  checked  with  the  Department  of  Labor  and  found  that  there  were  359 
wage  determinations  Florida  at  the  time  in  question  (the  report  shows  308),  and 
there  were  51  enclave  determinations  in  Breverd  County,  and  14  in  Santa  Rosa, 
Okaloosa  and  Walton  Counties.  These  enclave  determinations  represent  23%  of  the 
wage  determinations  in  Florida.  Yet,  the  final  drawing  turned  up  66%  enclave 
wage  determinations.  Because  the  report  does  not  give  the  criteria  for  sub-sample 
selection,  an  exact  statement  of  the  probability  of  the  outcomes  cannot  be  made. 
However,  the  simple  statistical  probability  of  the  Florida  sample  containing  two 
enclave  determinations  is  about  five  in  100.  Those  odds  provide  more  than  a 
suspicion  that  the  study  was  designed  to  yield  a  given  result. 

Publication  and  circulation  of  this  type  of  shoddy  and  unbalanced  work,  we 
suggest,  is  not  consistent  with  the  General  Accounting  Office's  responsibility  to  act 
as  an  impartial  advisor  to  Congress. 


Lane  Kirkland 
President 
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A^the  Institute  of 

Electrical  and 
Electronics 
Nr  EnGINEERSJNC. 
UNITED  STATES  ACTIVITIES  BOARD 


1111- 19th.  Street,  NW 
Washington,  D.C.  20036 
(202)  785-0017 


Telecopier:  (202)  785-0835 

USAB  Information  Line:  (202)  785-2180 


Aigust  20,  1982 


Gregory  J.  Ahart 
Director 

Hunan  Resources  Division 
U  -S  .  General  Accounting  Of  flee 
Washington,  D.C.  20548 

RE:  GAO  Draft  Report:  "The  Service  Contract  Act  Should  Be  Repealed" 

Dear  Director  Ahart: 

The  Institute  of  Electrical  and  Electronics  Engineers,  Inc. 

(IEEE),  the  world' s  largest  professional,  technical  association,  appreciates 
the  opportunity  afforded  it  to  comment  on  the  General  Accounting  Office 
(GAO)  draft  report  referenced  above.  As  you  are  aware,  the  IEEE  United 
States  Activities  Board  (USAB)  has  long  been  concerned  about  some  negative 
effects  of  the  service  contracting  Industry  on  our  membership,  numbering 
approximately  215,000  world-vj  e.  We  believe  that  the  perspective  of  our 
membership  is  reflected  through  this  response  from  the  Service  Contracts 
Task  Force  of  the  IEEE/US AB. 


1.  TARGETED  COMMENTS :  “Chapter  6,  Administrative  Procedures  Could  Provide 
A  Measure  of  Protection  for  Service  Contract  Employees,"  and  "Chapter  7, 
Conclusions  and  Recommendations." 

On  pages  53,  and  56,  the  GAD  contends: 

Our  reviews  of  agency  applications  of  these  proce¬ 
dures  (those  covering  professional  employees  not 
covered  by  the  SC  A]  have  found  them  to  be  effective 
in  preventing  wage  busting  on  Federal  service 
contracts  employing  professionals;  [and]  ....  we 
believe  that  the  procedures  are  an  effective  and 
efficient  alternative  to  legislation  in  protecting 
the  wages  and  fringe  benefits  of  professional  employees. 


GAO  note:  Page  references  have  been  changed  to  correspond  to  page 
numbers  in  the  final  report. 


171 


APPENDIX  XXIII 


APPENDIX  XXIII 


The  Service  Contracts  Task  Force  of  the  IEEE  United  States  Activities  Board 
finds  these  contentions  to  be  unjustified. 

(1)  We  believe  that  the  relief  accorded  to  professional  employees 
from  wage  busting  has  been  a  relatively  recent  phenomenon.  As  referenced 
in  the  GAO  report  in  March,  1978,  an  Office  of  Management  and  Budget  (OMB) 
Circular  #78-2  was  issued  establishing  a  government-wide  policy  aimed  at 
preventing  wage  busting  on  the  recompetition  of  Federal  service  contracts. 
However,  it  has  been  only  in  the  past  year  that  we  have  become  aware  that 
the  Inclusion  of  such  preventive  language  was  having  any  positive  effect  on 
the  occurrences  of  wage  busting.  At  present  we  feel  that  the  incorporation 
of  such  prohibitive  language  in  all  RFPs  is  totally  dependent  upon  a  sym¬ 
pathetic  attitude  from  administrators  and  thus  is  characteristically  very 
tenuous  and  speculative.  We  believe  that  professional  employees  need  the 
special  legal  protections  afforded  by  legislation. 

(2)  The  assumptions  promulgated  in  Chapter  6  have  tacitly  ignored 
fringe  benefit  busting  problems  of  professionals  who  wjrk  on  service 
contracts.  These  problems  are  not  addressed  through  these  existing  admin¬ 
istrative  remedies.  The  existence  of  “fringe  benefit  busting"  has  been 
documented  in  at  least  two  previous  GAO  reports  [Report  to  Congress, 
entitled  "Pension  Losses  of  Contractor  Employees  at  Federal  Installations 
Can  Be  Reduced"  (HRD-81-102,  September  3,  1981);  and,  Report  to  Senator 
Howell  Heflin,  entitled  "Review  of  Pension  and  Fringe  Benefits  for 
Contractors'  Employees  at  the  National  Aeronautics  and  Space 
Administration's  Marshall  Space  Flight  Center"  (HRD-81-142,  September  28, 
1981)). 

Therefore  we  disagree  with  GAO  findings  that  existing  remedies  are  ade¬ 
quate,  and  are  opposed  to  the  Chapter  7  recommendations  that  such  admi¬ 
nistrative  provisions  as  currently  affecting  professional  employees  be 
extended  to  the  entire  service  contract  population  as  replacement  for  the 
Service  Contract  Act.  We  feel  that  regulations  do  not  have  the  required 
binding  force  of  legislation  and  that  the  legal  protections  afforded  by 
legislation  are  necessary  and  desirable. 

II.  GENERAL  COMMENTS  ON  DRAFT  REPORT 

In  addition  to  the  specific  comments  we  have  made  on  the  sections  of 
the  draft  report  which  specifically  mention  professional  employees  under 
service  contracts,  we  would  like  to  make  the  following  observations 
regarding  the  report  in  its  entirety. 

(1)  The  report  generally  lacks  perspective  and  a  sense  of  the  reali¬ 
ties  associated  with  service  contracting,  the  operation  of  government  agen¬ 
cies,  and  especially  the  operations  of  the  Department  of  Labor  (DOL)  offi¬ 
ces  that  support  the  Service  Contract  Act  through  wage  determinations. 

For  example,  the  report  states  that  the  SCA  was  passed  to  protect  service 
contract  employees,  when  in  fact  the  act  was  also  passeu  to  protect  scrupu¬ 
lous  employers  who  would  be  put  out  of  business  from  competition  that 
engaged  in  wage  busting  activities. 

(2)  The  SCA  is  really  a  piece  of  socio-business  legislation,  and  not 
a  law  of  science.  Hence,  it  is  reasonable  to  expect  that  the  SCA  functions 
approximately  well  on  the  average  and  not  exactly  right  all  of  the  time. 
Thus,  GAO  complaints  that  the  wage  determinations  are  off  by  9.9Z  to  11.5Z 
on  the  average,  should  not  be  cause  for  alarm.  If  the  system  is  working  to 
roughly  ICR,  that  is  probably  good  enough. 
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(3)  The  GAO  claim  that  DOL  determinations  were  high  or  law  rested 
largely  on  GAO  calculations  which  were  executed  using  their  own  procedures. 
Given  that  there  is  no  "right"  way  to  arrive  at  a  correct  wage  deter¬ 
mination  short  of  a  massive  survey,  our  conclusion  is  that  the  GAO  figures 
are  no  more  "correct"  than  the  DOL  figures.  However,  we  were  surprised  to 
note  that  the  two  different  models  used,  the  GAO  and  DOL  models,  agreed  to 
within  ICR  on  the  average. 

(4)  It  appears  that  the  GAO  investigators  were  completely  unrealistic 
in  their  expectations  as  to  what  the  DOL  could  provide.  The  number  of 
wage  determination  requests  received  by  the  DOL  each  year  is  staggering. 

It  is  not  surprising  to  us  that  all  requests  are  not  filled  in  an  optimal 
way.  Furthermore,  given  the  staggering  work  load,  it  is  Inevitable  that  a 
small  fraction  of  the  determinations  will  be  in  error  to  some  significant 
extent.  However,  we  again  point  out  that  the  average  variance  associated 
with  the  two  wage  determination  processes  Is  only  roughly  ICR. 

(5)  The  GAO's  analyses  of  fringe  benefits  represents  a  fixation  on 
minutiae.  The  hard  fact  is  that  the  characteristics  of  the  work  environment 
can  be  fixed  to  only  some  rough  level;  thus,  the  concern  that  Individuals 
should  be  receiving  24  cents  per  hour  versus  32  cents  per  hour  Is  largely 

a  waste  of  time. 

(6)  Finally,  the  GAO  has  a  responsibility  to  estimate  the  level  of 
savings  which  would  accrue  if  their  findings  were  adopted.  No  bottom  line 
was  presented. 

III.  SUMMARY 

The  Service  Contracts  Task  Force  of  the  IEEE  United  States  Activities 
Board  feels  that  the  recommendations  presented  by  the  GAO  are  not  warranted 
either  by  data  or  by  experience.  Our  experience  indicates  that  regulations 
can  be  used  to  alleviate  wage  busting  problems  only  if  there  is  a  suppor¬ 
tive  administrator.  Fringe  benefit  busting  continues  to  be  a  problem 
with  or  without  regulations.  We  therefore  do  not  support  repeal  of 
the  Service  Contract  Act  as  recommended  in  this  GAO  report. 
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Chamber  of  Commerce  of  the  United  States 


HUMAN  AND  COMMUNITY  RESOURCES  DIVISION 
LABOR  LAW  SECTION 


(202)  463-5517 


September  17,  1982 


The  Honorable  Charles  A.  Bowsher 
Controller  General 
General  Accounting  Office 
441  G  Street,  N.W. 

Washington,  D.C.  20548 

Dear  Mr .  Bowsher : 

This  is  to  comment  briefly  on  the  General  Accounting  Office's 
proposed  report  entitled,  "The  Service  Contract  Act  Should  Be  Repealed." 

The  U.S.  Chamber  of  Commerce  represents  more  than  255,000 
business  firms  that  are  vitally  concerned  with  inflation,  unnecessary 
government  regulations,  and  government  waste. 

The  Service  Contract  Act  is  contrary  to  the  public  interest, 
injurious  to  America's  international  competitive  position,  discriminatory 
against  small  business,  and  inconsistent  with  a  non-inf lationary  economic 
policy. 

A  law  which  controls  wages  and  fringe  benefits  for  services  is 
undesirable  and  unnecessary.  This  act  unduly  increases  the  cost  of 
service  contracts,  arbitrarily  inflates  wages  and  creates  added  burdens 
on  contractors  doing  business  with  the  government. 

Therefore,  the  U.S.  Chamber  wholeheartedly  agrees  with  the 
proposed  report  that  this  act  should  be  repealed. 

We  would  also  add  that  this  report  is  well  researched  and 
provides  a  solid  base  of  information  for  an  ol  scured,  yet  important  law. 

Sincerely, 

Christopher  Luis 

Labor  Law  Attorney 

8024/8282 
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August  26,  1  jrS2 


Comptroller  General 

U.S  General  Accounting  Office 

Washington,  D.C. 

Gentlemen: 

I  recently  had  an  opportunity  to  review  your  report  to  the 
Congress  entitled  The  Service  Contract  Act  Should  Be  Repealed  and  I 
wanted  you  to  know  on  behalf  of  the  members  of  the  National  Council 
of  Technical  Service  Industries,  that  we  applaud  your  conclusions 
and  appreciate  your  diligence  in  revealing  in  detail  the  costly 
deficiencies  inherent  in  the  SCA. 

For  at  least  8  years,  we  have  actively  testified  and  com¬ 
mented  in  Congressional  hearings  and  Labor  Department  proceedings  as 
to  the  variety  of  administrative  and  financial  problems  our  members 
encountered  with  the  SCA  during  the  course  of  their  work  for  the 
government.  While  rule-making  and  oversight  proceedings  allowed  us 
to  comment  on  details,  we  never  had  the  appropriate  opportunity  and 
forum  to  bring  home  the  highly  inflationary  aspects  of  this  law. 

Your  study  is  welcome  because  it  has  focused  on  this  basic  defect. 

It  is  a  defect  that  we  too  do  not  believe  can  be  remedied  by 
patching  up  the  act  or  expanding  the  bureaucracy.  Therefore,  we 
think  that  the  Report's  conclusion  that  the  Act  should  be  repealed, 
should  be  widely  supported. 

Of  course,  the  general  inflationary  impact  of  the  law  has 
been  magnified  by  the  administrative  practices  which  allowed  wage 
rates  in  one  locality  to  be  imposed  upon  other  localities.  While 
this  practice  was  convenient  for  the  administrators,  it  really  had 
no  basis  in  the  law.  We  have  supported  the  proposed  regulations 
which  took  great  steps  toward  a  remedy  —  wage  determinations  should 
apply  in  one  and  only  one  locality.  Since  this  is  necessarily  a 
costly  process,  we  too  conclude  that  it  would  be  a  more  efficient 
use  of  federal  resources  to  make  the  adjustments  in  the  procurement 
process  that  will  assure  decent  wages  for  our  members'  employees 
without  the  vast  bureaucratic  overlay  required  by  the  SCA. 
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In  our  experience  with  the  SCA,  it  has  been  rare  that  a3 
thorough  and  all  encompassing  look  has  been  made  of  the  burdens  of 
this  legislation  as  is  reflected  in  your  Report.  Our  members,  from 
time  to  time,  have  complained  of  wage  rates  in  DOL  wage  deter¬ 
minations  that  were  vastly  in  excess  of  those  prevailing  in  a  par¬ 
ticular  locality.  Despite  these  personal  experiences,  our 
statements  were  too  often  discounted  as  being  those  of  self- 
interested  parties.  We  are  pleased  and  relieved  to  have  independent 
confirmation  of  the  deficiencies  which  we  have  had  to  deal  with  over 
the  years.  We  commend  you  and  your  staff  for  making  these  very 
valuable  and  public  spirited  investigations. 

George  Daoust 
Executive  Director 
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August  26,  1982 


Mr.  Gregory  J.  Ahart 
Director 

Human  Resources  Division 

U.  S.  General  Accounting  Office 

441  G  Street ,  N.  W.  , 

Washington,  D.  C.  20548 

Dear  Mr.  Ahart: 

The  Coalition  for  Common  Sense  in  Government 
Procurement  wishes  to  thank  you  for  this  opportunity  to 
comment  on  GAO's  draft  report  entitled  "The  Service 
Contract  Act  Should  Be  Repealed." 

We  concur  with  your  recommendation  that  the 
Service  Contract  Act  should  be  repealed  based  on  your 
findings  that  inherent  problems  exist  in  the  act's 
administration,  wage  rates  and  fringe  benefits  set 
are  inflationary  and  inaccurate  and  that  other  wage 
and  fringe  benefit  protection  for  employees  now 
covered  under  the  act  provide  fair  protection. 
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To  that  l?st  of  reasons  for  repeal,  we  add 
the  Department  of  Labor's  attempts  in  past  years  to 
extend  the  act  far  beyond  the  intent  of  Congress.  We 
cite  as  evidence  GAO's  1980  report  entitled  "The  Service 
Contract  Act  Should  Not  Apply  to  Service  Employees  of 
ADP  and  High-Technology  Companies"  (HRD-80-102) .  In 
that  report,  it  is  stated  that  "...  Labor's  application 
of  the  act  to  contractor  services  sold  primarily’  in  the 
commercial  sector,  such  as  provided  by  ADP  and  other 
high-technology  industries,  in  GAO's  view,  is  inappro¬ 
priate."  While  much  of  this  problem  would  be  alleviated 
under  proposed  regulations  currently  under  consideration 
by  Labor,  this  problem  of  over-application  of  the  act 
will  undoubtedly  happen  again  in  the  future. 

Again,  thank  you  for  seeking  the  Coalition's 
views  on  the  draft  report.  We  look  forward  to  seeing 
the  final  report  and  future  congressional  action. 

Sincerely, 

t. 

Gloria  C.  Gamble 

Executive  Vice  President 
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August  18,  1982 


Mr.  Gregory  J.  Ahart 
Director  Human  Resources  Division 
U.S.  General  Accounting  Office 
Washington,  D.C.  205^8 

Dear  Mr.  Ahart: 

On  behalf  of  the  Computer  and  Business  Equipment  Manufacturers  Association, 
Scientific  Apparatus  Makers  Association,  and  the  American  Electronics 
Association  I  have  enclosed  our  joint  response  to  your  draft  report  entitled 
"The  Service  Contract  Act  Should  Be  Repealed”. 

Thank  you  for  the  opportunity  to  comment  on  the  report.  If  you  require  any 
additional  information,  please  contact  me. 


Gregory  Kilgore 
Manager 
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Mr.  Gregory  J.  Ahart 
Director  Human  Resources  Division 
U.S.  General  Accounting  Office 
Washington,  D.C.  20548 

Dear  Mr.  Ahart: 

This  is  in  response  to  your  request  for  comments  on  the  draft  GAO  Report 
entitled  "The  Service  Contract  Act  Should  Be  Repealed". 

The  Computer  and  Business  Equipment  Manufacturers  Association,  the  Scientific 
Apparatus  Makers  Association,  and  the  American  Electronics  Association 
appreciate  your  fine  efforts  on  this  and  the  two  previous  reports  entitled, 
"Service  Contract  Act  Should  Not  Apply  to  Service  Employees  of  ADP  and 
High-Technology  Companies"  and  "The  Service  Contract  Act  Should  Not  Apply  to 
Service  Employees  of  ADP  and  High-Technology  Companies  -  A  Supplement". 

While  we  agree  with  certain  sections  of  your  most  recent  draft  report,  i.e., 
that  the  imposition  of  the  Service  Contract  Act  to  certain  industries  would 
have  a  detrimental  effect,  we  have  some  reservations  about  your  overall 
recommendation  to  repeal  the  Act. 

As  we  have  stated  in  testimony  before  the  House  Labor-Management  Relations 
Subcommittee  and  at  the  Department  of  Labor's  hearings  we  believe  that  the 
Congress  never  intended  the  Act  to  cover  the  types  of  product  support  services 
offered  by  our  industry.  We  do,  however,  believe  that  there  is  a  need  for 
protection  for  unskilled  and  semi-skilled  non-mobile  workers  against  the 
practice  of  "wage-busting"  in  those  industries  which  have  a  history  of  such 
practices. 

Although  we  differ  with  the  General  Accounting  Offices'  conclusion  that  the  Act 
should  be  repealed,  we  support  the  proposed  regulations  issued  by  the 
Department  of  Labor  on  August  14,  1981.  As  you  know,  the  proposed  regulations 
are  being  reviewed  by  the  Department  of  Labor  in  preparation  for  the  Office  of 
Management  and  Budgets'  regulatory  review. 

We  feel  that  another  way  to  ensure  that  the  remedial  purpose  of  the  Act  is 
upheld  is  through  legislative  clarification.  We  support  amending  the  Service 
Contract  Act  along  the  lines  recommended  by  the  General  Accounting  Office  in 
its  previous  reports. 

Thank  you  for  the  opportunity  to  comment  on  your  report.  If  you  require  any 
additional  information,  please  contact  us. 


Computer  and  Business  Equipment  Manufacturers  Association 
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